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Fallacies of the Sales Tax 
By Water A. STAvuB 


Solomon truly said “There is no new thing under the sun,” 
and so the sales tax which has been very ardently advocated for 
enactment in the United States is found on examination to embody 
a principle of taxation which was in use many centuries ago and 
which the best thought on the subject of taxation has long since 
discredited. As Professor Seligman well said in the course of 
the long and exhaustive study of the taxation problem made 
during the past fall and winter by the tax committee of the 
National Industrial Conference Board: 


The sales tax is not a novel tax. ... . The Romans 
had it, not to speak of the Egyptians, and the Babylon- 
ians. . . . With only two exceptions, it has been 
abolished everywhere and has not been reintroduced in 
any first-class country—and those two exceptions are 
Germany, which reintroduced it in 1919, and France, 
which, as has been said, introduced it in 1920. Now 
before we consider the experiences with this tax, it 
must be remembered that we can learn little one way or 
another, either for or against it, from Mexico or Cuba or 
the Philippines, or Canada, all of which are countries of 
insignificant economic proportions, where we do not 
find the real kind of sales tax that we have been dis- 
cussing. . . . * 


FOUR PROPOSITIONS 

There has unfortunately been a great deal of loose thinking 
on the subject of a sales tax and many business men have been 
carried away with the alluring prospect of a tax which would 
(a) raise a large amount of revenue for the federal government ; 
(b) impose no burden on business because it would invariably 

*Special Report Number 17, page 72. 
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and in full amount be passed on to the consumer; and (c) be 
spread out so thin that it would impose no appreciable burden 
on the consumer. It will perhaps be helpful to state briefly a 
few cardinal propositions. 

1. No tax which is expected to raise from $1,000.000,000 to 
$6,000,000,000, or even more, in one year (the estimates vary 
between those figures) can be a “trifling tax.” It is bound to be 
felt by someone. 

2. A tax is not necessarily light because expressed in a low 
rate. A tax of 1 per cent. on the gross sales may not infrequently 
amount to 40 or 50 per cent. of the net profit from the sale. If 
a sale results in no profit, or even a loss, and the tax must never- 
theless be paid, 1 per cent. may prove a crushing burden. 

3. If a sales tax cannot be passed on to the consumer, it be- 
comes a tax on gross earnings and far outdoes in injustice the 
crudest income or profits tax. 

4. If a sales tax is passed on it becomes a tax on consumption 
(needs) instead of being imposed according to ability to pay 
(income). 

LURE OF A LOW RATE 

Perhaps nothing has been more responsible for the apparent 
favor with which many business men greeted the proposal for a 
uniform tax of 1 per cent. on all sales than the low rate. The 
pioneers of the present movement for such a tax were, whether 
they were themselves aware of it or not, psychologists of no mean 
order when they selected a base for the tax which would permit 
of naming a rate as low as 1 per cent. After having to struggle 
during recent years with taxes expressed in rates running as high 
in one year as 80 per cent. (on net profits, not on sales), the 
slogan “‘a tax of only 1 per cent.” made a strong appeal to the 
American business man. If he did give thought to the vital dif- 
ference between imposing the tax on gross business instead of on 
net profit, he was told that in any event the tax would all be 
passed on to his customers. 

Now it needs to be realized that what matters in the final 
analysis is not the number of tax-doses but the aggregate of the 
doses. The individual rain drop is trifling in size and force, but 
when there are enough drops they produce a cloud-burst. So with 
the sales tax, the rate in which the tax is expressed is in one sense 
quite immaterial. The important questions are (a) what amount 
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is to be raised by the tax; (b) what will be the effect if the tax 
is passed on to the consumer; and (c) what will be the result if 
the tax cannot be passed on? 


PRODUCTIVITY OF SALES TAX 


As to the first of these questions, the tremendous variation in 
the estimates of the productivity of a 1 per cent. sales tax raises 
grave doubt of its desirability as a governmental fiscal measure. 
Estimates of the amount it will produce range all the way from 
$1,000,000,000 to $6,000,000,000, and some extravagant estimates 
run even higher. Much has been said of the unreliability of 
incomes or profits as a basis for taxation, yet it is a question 
whether even the excess-profits tax—were it to be retained, which 
does not seem likely—would be much more difficult to estimate 
as to productivity for a year in advance than has proven to be the 
case with the sales tax which was enacted in France last year. 
Advocates of a sales tax in the United States made much last fall 
of the imposition of such a tax in France during the preceding 
summer. They make but little reference to it now, doubtless for 
the following reasons : 


(a) The tax has proven to be extremely unpopular. This 
is quite contrary to the assurances given us that a 
sales tax is spread out so thinly over the consumers 
that none will feel it appreciably and, therefore, it 
will be readily accepted. 

(b) The tax actually collected has always fallen far short 
of the budget estimates of the amount to be raised 
therefrom and has, in fact, been steadily decreasing ; 
the latest reports indicate that in recent months less 
than 40 per cent.* of the estimated revenue to be 
received from the sales tax in those months was 
actually collected. This again is contrary to what we 
have been told is one of the most desirable features 
of a sales tax, viz., its extreme dependability as a 
revenue producer. 


The argument for the dependability of the sales tax as a 
revenue producer was based on the premise that gross sales con- 
tinue undiminished through a period of depression to a greater 
degree than is the case with profits. That profits decrease at a 
somewhat faster pace than the falling off in gross business is 
doubtless true, but that this offers insuperable difficulties in fore- 


“A Paris dispatch in the New York Herald of May 29, 1921, stated that “Febru- 
ary’s receipts amounted to only one-third the estimates. 
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casting revenue from income taxes as compared with estimating 
the productivity of sales taxes is not true. In Great Britain the 
income tax has been the leading factor in the national budget for 
over half a century and through periods of varying prosperity and 
depression. The annual forecasts of the revenue to be derived 
from that source have been much more dependable than the fore- 
casts of the revenue to be derived from the sales tax in France. 
Further, who are better able to pay taxes, those whose income is 
cut off entirely—and it is estimated that at the present time 
5,000,000 wage earners in the United States are unemployed—or 
those whose incomes continue during a period of depression even 
though in reduced measure? 


PASSING ON THE TAX 

The proponents of a general-sales tax frankly advocate the 
passing on of the tax to the consumer, in fact, this expected pass- 
ing on is claimed as one of the leading virtues of the tax. This is 
a most astounding situation. Practically all schools of economists 
have considered the ideal tax one which, when fairly imposed, 
could not be passed on but would be actually borne by those on 
whom imposed. In the past the effort has invariably been made 
to explain that a given tax was not passed on. For example, a 
favorite claim of some protectionists was that the foreigner really 
bore the tariff duties imposed on imports and that the cost of 
such goods was, therefore, no greater to the consumer than it 
would have been had no duties been imposed. 

If the tax is invariably passed on, and if it is insufficient in 
amount to be burdensome to the consumer, why not simplify the 
tax still further—and simplicity is another virtue claimed for the 
sales tax—by imposing it directly on the consumer, say, on a poll- 
tax basis? This would eliminate the making of millions of monthly 
reports of sales; it would absolutely obviate any possible pyra- 
miding of the tax; it would remove any incentive to find ways of 
doing business, such as leasing or consignment arrangements, 
which might technically avoid the imposition of sales tax ; it would 
prevent any possible advantage in favor of the multiple process 
concern against the single process business; and it would with a 
vengeance bring home to those classes having only a low income 
the realization that they were actually paying a tax to the federal 
government and had a personal interest in its conduct—another 
virtue claimed for taxes which will fall not only on those having 
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an income exceeding the $1,000 and $2,000 exemptions under the 
present income-tax law but also on those whose incomes fall short 
of those amounts. 

Merely to state the proposal for such a tax, i. e., on a per-capita 
basis, is sufficient to show its impracticability as well as its un- 
fairness. It would have as little chance of getting through con- 
gress as an icicle would have of getting through a hot summer’s 
day. A per-capita tax of say $15 (assuming that the amount of 
tax to be raised is only $1,500,000), or of even only $10, for each 
man, woman and child in the country doesn’t sound like very much 
to pay for the blessings enjoyed in America in these times as 
compared with the conditions under which a majority of the 
people in Europe are living at the present time. Surely that sounds 
like a small enough annual contribution from each inhabitant of 
the United States toward the fund out of which our national 
expenses are paid and by which the financial burden resulting 
from the war is carried. Yet we know that to levy such a tax 
would be unfair, inadvisable and probably impossible. 

To require a workingman, whose wages are substantially all 
required to pay for the maintenance of his family in moderate 
comfort, to pay anywhere from $50 to $100 (assuming his family 
to consist of five persons) as an annual national poll tax would, 
especially in the present disturbed state of affairs, be the most 
foolish thing this country could do. As Professor Seligman says 
of the sales tax: 


Under our present system where the income tax is 
expected to yield about one and a quarter billions, and 
the excess-profits tax about a billion dollars, the other 
taxes, most of which rest upon consumption, already ag- 
gregate about a billion. The proposition now is to take 
off one of those three chief categories—the tax on excess 
profits—and remove the burden from profits or wealth or 
income, and put it on the other or consumption side. This 
would, in my opinion, unduly shift the balance and bring 
us too near the position formerly occupied by all the 
aristocracies of old, and still reflected in some of the 
European countries. 

Why is it that England and America show their 
democracy, their real democracy, so much more than 
countries in the difficult position of Italy, or France, or 
Germany? There you will find throughout the war, and 
even now, the great mass of taxes imposed upon the 
consumption of the common man; whereas in England 
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and in the United States, during the Great War, as over 
against our experiences in the Civil War, the great ma- 
jority of taxes are raised from wealth; that is, from those 
who can afford to pay, rather than from the consumption 
of the necessaries and comforts of life. 

We measure wealth to-day in terms of income; that 
is, in terms of net income, in terms of social income; and 
those who are compelled to spend their entire income 
cannot afford to pay as well as those who do not have to 
spend all their income.* 

What essential difference is there between such a poll tax and 
a general-sales or turnover tax? If invariably passed on, the sales 
tax must eventually converge on and be borne by the consumer’s 
purchases. Thus, in a broad way, the tax would spread out on a 
per-capita basis. It is true that the wealthy would pay a little 
more per capita than the poor but just as the wealth of the very 
rich, if distributed ratably among the rest of the country’s popu- 
lation, would increase but little the per-capita wealth of the ordi- 
nary workingman, so the larger expenditures of the wealthy would 
reduce but little (relatively) the per-capita living expenses of the 
working classes from the per-capita average of all classes. Also, 
some expenditures of the rich—such as wages of servants which 
form a material part of their living expenditures—would not be 
subject to the sales tax, whereas practically all a workingman 
pays for the maintenance of his family would be subject to 
the tax. 

David F. Houston, formerly secretary of the treasury, re- 
cently said: 

A sales tax would be no substitute for an excess- 
profits tax. The excess-profits tax falls on corporations. 
The sales taxes would, without much question, be paid by 
consumers. If it is proposed to abolish all profits taxes, 
and to raise the revenue needed through sales taxes, then 
we should run into this equally great difficulty, that 
whereas now about 21 per cent. of our federal taxes are 
consumption taxes, then perhaps 50 per cent. would be 
consumption taxes. No student of taxation could or 
would defend making consumption the basis for such a 
percentage of our federal revenues. Consumption is not 
a sound basis for such a mass of revenues. Consumption 
does not measure ability to pay, and to raise the amount 
of taxes by a sales tax which a repeal of all profits taxes 
would imply, would throw us into an absolutely obnoxious 
and indefensible scheme of federal taxation. 

*National Industrial Conference Board, Special Report No. 17. 
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IF THE TAX IS NOT PASSED ON 


Viewing the question from another angle, what would be the 
results if the tax cannot be passed on to the consumer in its 
entirety? The answer is that the sales tax would then become a 
tax on gross earnings. A tax on gross earnings would far outdo 
in injustice and in unfair incidence any injustices which admit- 
tedly have been suffered in individual cases from the imposition 
of our crude war and excess-profits taxes. During 1918, a year 
of widespread business prosperity, the equal of which for volume 
of profits earned we are not likely to see soon again, one-third of 
the corporations of the country either earned no profit whatever 
or sustained an actual loss. Doubtless some of these were inactive 
corporations not doing business but on the other hand there were 
other corporations reporting profits which were but small in 
amount. It is clear that a considerable number of active corpora- 
tions earned little or no profits. 

If it is so simple a matter to pass on a sales tax, it should 
likewise be easy to pass on the full cost of goods manufactured 
or purchased for resale and the expense incident to the business. 
And yet apparently a considerable number of the business cor- 
porations of the country cannot, or for some reason do not, pass 
on all their costs or expenses. Why not? The answer is that cost 
alone does not determine what the purchaser can in turn secure 
when selling an article. Demand and supply play a large part in 
fixing the price. Sales-tax advocates are beginning to concede 
that in a falling market it may not be possible to pass on the sales 
tax and that in a rising market the loading of profit, due to the 
removal of competitive restrictions, may far outrun the amount 
of the sales tax which should theoretically be passed on. 

In Mr. B. S. Orcutt’s article on the Overturn Sales Tax on 
Commodities, which appeared in almost identical form in the 
Wall Street Journal and THe JourNAL or AccouNTANCY, he 
attempts to meet this point by providing for the charging of 
the 1 per cent. sales tax as a separate item at the foot of the 
seller’s invoice. It is to be pointed out, however, that when this 
tax (which is to be paid to the government by the seller) is paid 
by the purchaser as an addition to purchase cost, he does not in turn 
specifically re-charge it to his customer. This tax is merged in or 
lost in the cost of his goods and the tax which he adds to the 
resale must be paid to the government and does not recoup him 
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for the tax which he paid upon buying the goods for resale or for 
use in manufacturing. This process repeats time after time from 
the original purchase of raw materials through the various steps 
up to the final sale to the ultimate consumer. 

It is also to be pointed out that neither the Smoot nor Mott 
sales-tax bills which have been introduced at the present session 
of congress call for the specific addition of sales tax as a separate 
item on the seller’s invoice. Further, when the goods get down 
to the retailer, assuming that the 1 per cent. tax is to be charged 
specifically to the consumer, some very practical difficulties arise. 
Shall a full cent be added to articles selling for less than a dollar, 
so that on a single pound of sugar, say, selling for seven cents, a 
tax of one cent, or about 14 per cent., shall be collected? On an 
article selling for $1.10 is the tax to be two cents or almost 2 per 
cent.? If so, is the retailer to keep for himself the tax collected 
in excess of 1 per cent. on his aggregate sales? If not, he would 
have to keep a record of tax collected on each sale and thus the 
vaunted simplicity of the sales tax—the merchant simply sending 
the government a cheque each month for one per cent. on his 
total sales—would disappear. 

On the other hand, if the retailer absorbs the tax as some sales- 
tax advocates graciously permit him to do, the tax becomes a tax 
on his gross earnings—instead of on his profits from such earn- 
ings—with all the unfairness and discrimination of a gross-earn- 
ings tax. 

In a primer gotten out by one of the sales-tax propaganda 
organizations an illustration is worked out purporting to show 
the amount of sales tax resting on each loaf of bread with the 
results that it would be 1/6 cent per loaf. The naive suggestion is 
then made that this tax, being so small, the baker may absorb it 
instead of passing it on to the consumer. Just why the baker 
should be selected for the doubtful distinction of absorbing the 
sales tax passed on by the farmer and miller is not explained. 

Even assuming that the tax, no more and no less, is passed on 
through one stage after another of the processes of manufacture 
and distribution, is it not clear that the multiple-process concern 
would be given a considerable advantage at the expense of the 
single-process concern? Many sales-tax advocates in effect answer 
that the single-process concerns have thus far managed to exist 
in spite of the advantages possessed by multiple-process concerns 
and may therefore be expected to survive the added differential 
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against them imposed by a turnover-sales tax. Does this sound 
just? Should a handicap be still further increased by tax 
measures ? 

On the general proposition of whether or not a sales tax could 
or would invariably be passed on, the following statement con- 
tained in a New York Times editorial (February 5, 1921) is 
typical of the loose thinking so prevalent on this subject: 


A flagrant instance of the vicious character of the tax 
imposed upon corporations in this country is disclosed 
in the annual statement of Montgomery, Ward & Co. 
of Chicago. With net sales in 1920 amounting to 
$101,745,270, the company shows losses of $7,855,278, 
including depreciation. Yet during this year of loss the 
federal government took from the company $860,326 in 
taxes upon business of the year 1919. 

Had a 1 per cent. sales. tax been in effect in 1920, the company 
would have had to pay $1,017,452.70 in sales taxes instead of only 
$860,326 in profits and income taxes on the profitable business of 
the preceding year. Also, the sales tax would have had to be paid 
regardless of whether a profit or loss was sustained on the sales 
of $101,745,270, whereas profits and income taxes are payable 
only if a profit is realized on the sales. 

Again, if the sales tax could so certainly be passed on to the 
company’s customers, why wasn’t the loss of $7,855,278 passed 
on, not to speak of charging some profit? The answer is that the 
same economic influences which caused the company to lose money 
on its 1920 business would also have probably caused it to forego 
the passing on of the sales tax to its customers. 


SUMMING UP 

Limitations of space do not permit of discussing all the details 
and minor phases of the question. Suffice it to sum up by stating 
that whether the sales tax is actually passed on to the consumer or 
whether it is absorbed by the producer or merchant (on whom it 
would in the first instance be imposed), it is an inequitable and 
unwise tax. 

If actually passed on to the consumer in every case—the pos- 
sibility of which may well be questioned—the effect is to distribute 
a large part of the tax burden of the country not according to 
ability to pay (income) but according to needs (consumption). 
In other words, it lays a tax on expenditures instead of on the 
profit derived therefrom by the recipients of such expenditures. 
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If, however, the sales tax is not passed on to the consumer— 
and even the proponents of the tax admit that under certain con- 
ditions the tax may not be passed on—it would become a tax on 
gross earnings instead of on net income. This would be jumping 
from a relatively comfortable frying pan into a mighty hot fire. 
In place of a business having to pay profits or income taxes only 
if a profit has actually been earned, the sales tax would have to 
be paid, even if the year’s business had resulted in a loss. 


REDUCE GOVERN MENTAL EXPENSES 


One further thought should perhaps be expressed and that is 
in answer to the query as to what tax is to be substituted for the 
excess-profits tax—assuming that the latter is to be repealed—if 
the sales tax is not acceptable. In the writer’s opinion, there 
should be no substitute. Instead of looking for one, business men 
ought to unite in making it unmistakably plain to congress that it 
is high time the government cut its garment according to the avail- 
able cloth. During the past twelve months there has been a tre- 
mendous change in business conditions and business men generally 
have had to revise their budgets and to cut their expenses to the 
bone. Why should only the federal government, which is as it were 
an overhead expense of the combined taxpayers of the nation, be 
exempt from the necessity of restricting its expenditures to 
figures which are in reasonable proportion to the present income 
of the nation’s taxpayers? More insistence on such a course 
would tend toward a much better and more effective solution of 
our present difficulties of national finance than does the advocacy 
of such a dangerous, unsafe and—judging by past experience— 
discredited tax measure as a general-sales or turnover tax. 


























Profits and Financing of Manufacturing 
Corporations* 
By E. Etmer Staus 


Day and night, optimism and pessimism, prosperity and bank- 
ruptcy are separated from each other by narrow margins of time. 
The spectacle of a mighty army, sweeping everything in its path, 
becoming separated from its supplies and, under slight pressure 
from the enemy, suddenly breaking and running, turning victory 
into a débacle, is truly a pitiable one. Similarly, the business of 
this glorious country of ours, making strides of previously un- 
heard-of magnitude in the two years preceding August, 1920, 
suddenly halted and turned. In about a month prices of many 
commodities collapsed, maturing loans could not be paid, the in- 
sufficient labor supply turned into a labor surplus, dividends 
ceased and investors stood aghast at the falling value of their in- 
vestments. The day of fevered quantity shipments and blue-sky 
prices quickly changed into the dark night of order cancellations 
and instructions to hold shipments; optimists became pessimists, 
and impending bankruptcy stalked as a ghost in the offices of 
establishments whose securities were eagerly sought a few weeks 
before. 

It is not the purpose of this paper to analyze the changed situ- 
ation and to attempt to enumerate the causes of the change. The 
articles in the daily papers and financial magazines of the past six 
months are evidence that many have already attempted to do so; 
and the explanations have been plentiful in number and varied in 
nature. It is proposed, however, to refer to one or two items of 
interest from the point of view of an accountant and of an in- 
vestor, which stand out because of these experiences, particularly 
with respect to manufacturing corporations. 

Retail merchandising establishments did pile up huge inven- 
tories at high prices, seemingly expecting the mania of retail buy- 
ing at any price to continue indefinitely, and many excuses can be 
set forth seeming to justify such a policy in individual instances. 
Manufacturing corporations also, relying upon the business integ- 
rity of their distributors, and never for a moment considering the 





*A pa read at a regional meeting of the American Institute of Accountants, 
Detroit, Michigan, April 8, 1921. 
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possibility of the cancellation of huge orders taken in good faith 
for delivery over an extended period, found themselves with large 
inventories and even large commitments when the slump came. 
Expenditures and commitments for the expansion of manufac- 
turing facilities to take care of this demand added further em- 
barrassment to a strained financial situation. 

As a result, the close of the year 1920 found many corpora- 
tions preparing statements the like of which they nor their bank- 
ers nor their security holders had ever deemed possible. Inven- 
tory values having shrunk, the banks demanding balance-sheets 
showing present values and the saving in income taxes to be ef- 
fected by writing the shrinkage off the books at once, caused a 
general revision downward of book values. Huge profits arising 
from operations during the first seven months of the year disap- 
peared, to be replaced by net losses of equally large proportions. 
The effect of large shrinkage in inventory values and of the fur- 
ther commitments at high prices was serious to the financial state- 
ments of many corporations of usually high-class standing. The 
further shrinkage in liquid capital, due to large expansion pro- 
grammes in the case of many manufacturing corporations, fur- 
ther aggravated the situation to such an extent that banks, at least 
for the time being, have had to ignore their own minimum credit 
requirements as to ratios of quick assets to current liabilities and to 
extend financial help to an extent not usually given, in order to 
prevent a widespread and disastrous financial panic. 

Even in descending markets, however, inventories have values 
which are capable of being realized; but over-expansion in plant 
and equipment by manufacturing enterprises is especially serious, 
and it is to that condition, its effect upon stock-holders (one of the 
first being the discontinuance of dividends) and the control of 
future over-expansion that we wish here to give especial attention. 

The investor purchases securities in the expectation that he 
will receive a reasonable income therefrom. He must have con- 
fidence in the security offerings of reputable banking houses and 
in their accountants’ statements, and anything done to assure the 
small investor just treatment and adequate protection of his in- 
vestment is worth while. 

That the investor has not complete faith in public accountants’ 
statements is indicated by the opening paragraph of an exceed- 
ingly well written and opportune article in the issue of Febru- 
ary 28, 1921, of The Financial World, which analyzes the state- 
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ments of the Ford Motor Company and the Willys-Overland 
Company. In this paragraph the author states that: 

To find out the available profits of any business, take the expert accountant’s 
statement as to “surplus,” scan very carefully the distance to the nearest 


basket, and chuck it in. That fetish of the expert—“surplus”—is a delusion 
and a snare. 


The article proceeds further as follows: 


Legitimate dividends are being paid by a number of steel, copper and 
other companies that have curtailed production and are supposed to be losing 
money by the books; that is, their paper surpluses are dwindling. Those 
surpluses were never available as profits when the surpluses were piling 
upon the books. Neither are the companies “losing” now that the surpluses 
of goods and high-cost raw materials are being whittled down and turned 
into cash. The merry clink of the coin from dividend cheques cashed in 
sings a happier song than the doleful dirge of the expert accountant. Too 
often the other side of the picture shows. The low book costs and big 
paper profits do not reflect the huge sums of real money tied up in new 
construction and expansion, supplies and goods being carried. 

Upon first reading, it seems ridiculous to the public account- 
ant for anyone to state that “surplus is a delusion and a snare” 
and “that companies are not losing money when the surplus is 
being cut down.” The statements, of course, are based upon the 
sole item of cash, which is not available for dividends if already 
spent for fixed assets and is available for dividends if on hand, 
even though secured by previously selling inventory at an actual 
loss as compared with cost. We may argue that profits and losses 
are statements of results arising from completed transactions, and 
that they do not express the financial condition after their com- 
pletion. Nevertheless, the average investor is influenced by the 
accountant’s statement of profits, and the accountants have some 
responsibility with respect to making such statements complete 
and informing. 

A few weeks ago a well-known investment banking house 
offered to the public $10,000,000 of 10-year 8-per-cent. bonds, 
repurchasable through sinking fund at 105, and in the offering 
circular the statement appeared that the manufacturing company 
putting out the notes was then paying $1.00 a share quarterly 
dividends on 1,000,000 shares of $10.00 par value common stock 
and 7 per cent. dividends on nearly $8,000,000 of preferred stock. 
In other words, this company will pay $850,000 interest per 
annum for 10 years, in order to pay out $9,100,000 dividends 
during the first two years thereof. Yet the statement is made in 
the same circular that in the year ended September 30, 1920, the 
net income of the company available for interest and federal taxes 
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amounted to over 23 times the interest requirements. This means 
that the company had a net income of over $18,400,000 and yet 
had to borrow money at the rate of 8 per cent. per annum in order 
to distribute dividends equal to less than 25 per cent. of that net 
income. It is hard for investors to understand the necessity for 
borrowing such sums, if the statements as to profits are correct 
and complete—to the laity there seems to be ‘something rotten in 
the state of Denmark.” 

Small wonder, then, that the author of the article in The 

Financial World minimizes the value of profit-and-loss and sur- 
plus statements. By comparing the balance-sheet items at the 
close of the year with those at the beginning and by making cer- 
tain combinations, the author divides profits into “paper profits” 
and “available profits.” At one point in the article he makes the 
statement with reference to the Ford Motor Company, that: 
The books show a margin of profit never very large, not even paper profits ; 
and when in 1919-20 Henry Ford’s ruinous ideas as to wages and wage 
bonuses in his own business impinged upon similar ideas of workmen in 
other industries which led to ruinous inflation and strike impediments all 
around, and when Ford had the extra burden of interest payments on his 
debts, the great Ford business ran at a loss, as the books show. 

To the analyst, the article is very interesting and to an in- 
vestor some of the deductions should be extremely helpful, be- 
cause, after all, the financial position maintained by a company as 
reflected by the balance-sheet is indicative of the business ability 
of the managers. Nevertheless, if the accountant prepares profit- 
and-loss statements which are incomplete (and they are incom- 
plete if their interpretation requires an unusually high degree of 
accounting ability upon the part of the reader), the question 
arises as to whether or not the time has come to limit public ac- 
countants’ certificates to balance-sheets which do not mention 
the year’s results or, if net-income statements are submitted, to 
append thereto a summary of the disposition of that net income. 

Before preparing any statements of net income, the public 
accountant will, of course, have satisfied himself of the correct- 
ness of the detailed figures used therein and also of the com- 
pleteness of all cost and expense items applying thereto. The dis- 
position of the net income should in no way affect the ascertain- 
ment of the amount thereof. The amount is definitely ascertain- 
able irrespective of whether the net income has been retained in 
the business as working capital in the form of cash, receivables 
or inventory or has been paid out in dividends or invested in plant 
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items. Nevertheless, too often are net-income statements used 
as a basis for selling securities to buyers who never will receive 
within a reasonable period anything like their share of the earn- 
ings reflected by such net-income statements. Stockholders of 
corporations cannot understand why the company issues annual 
statements showing profits many times larger than the dividends, 
if indeed any are paid. Stockholders are entitled to the net in- 
come, and the net-income statements give the security-holders the 
impression that the net income shown thereby is available for 
distribution. To argue that the stockholders own a pro-rata share 
of what remains in the surplus account is beside the point. If it 
is not available for distribution, should the stockholders be al- 
lowed to find out that fact for themselves? 

The author of the aforesaid article cautions the investor as 
follows: 

A mere profits or “surplus” statement means nothing or may be a 
dangerous delusion and a snare, unless you know a thousand and one details 
as to how the books are kept regarding depreciation, new construction costs, 
inventory “gains,” and other items that would only muddle your brain and 
take you away from your own business if you had to keep track of them. 
On the other hand, a balance-sheet is the thing. It shows you how the 
profits are reckoned, where they went, what are the real available profits, 
and what the financial condition of your company. 

Since the above statement is a layman’s estimate of the value 
of a so-called profits statement, the question might well be raised 
with public accountants as to whether or not a statement of profit 
and loss or net income should be submitted without appending 
thereto a summary of the disposition of net income. Some public 
accountants have adopted the practice of including in the text of 
their reports a summary of the increases and decreases of the 
asset and liability items during the audit period and balancing 
the net of these items against the results shown by the net-income 
statement. The practice, however, is not general. The informa- 
tion contained in a public accountant’s report is valuable; if prop- 
erly arranged the data are increasingly valuable; and if account- 
ants generally would adopt the practice of preparing such a 
summary of disposition of net income and appending it to the 
net-income statement the information would be a real help to the 
reader, be he client, banker or investor. Such an advanced step 
in public accountants’ statements would be valuable only if the 
practice were universal, which it could be made if the members 
of the American Institute of Accountants would adopt it. 
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So much for the form of net-income statements as submitted 
by public accountants. The next item of interest is the actual dis- 
tribution of the net income, irrespective of whether it still exists 
in the shape of distributable liquid assets, such as cash or securi- 
ties, or has been reinvested in the business. 

In the aforesaid article in The Financial World, the author 
includes as available profits the gains in inventory and securities 
owned and the dividends paid out, less the loss in cash position— 
this loss in cash position he assumes to be the reduction during 
the operating period of the excess of the cash and receivables 
over the payables of all kinds. He states that all other profits are 
to be ignored, and he particularly alludes to that portion made up 
of gains in real-estate appraisal and money expended for new 
plant construction. It is true that profit once expended for new 
plant construction cannot again be paid out to the stockholders in 
cash dividends; but, nevertheless, the money has been earned, it 
is real profit and the sockholders are entitled thereto. How to 
make it available is the question. The payment of stock dividends 
would put into the stockholders’ hands such evidence of an in- 
terest in the company as is more readily salable than merely the 
increasing book values of the stock. During the recent war, stock 
dividends were unpopular because the United States department 
of internal revenue regarded them as income, required their in- 
clusion in income-tax returns and assessed an income tax thereon. 
The recent decision of the United States supreme court, holding 
otherwise, removes this objection to the payment of stock divi- 
dends. 

Is not every stockholder entitled to his pro-rata share of the 
net income of a business during a specific minimum period during 
which he was a stockholder? Assuming, for the purpose of this 
argument, the minimum period to be the corporation’s fiscal year, 
should not each stockholder receive his proportionate share of the 
earnings during that period? By what equity should all the stock- 
holders be deprived of any share of the net income and be re- 
quired to hold their stock indefinitely until a directorate shall cut 
a so-called “melon?” The Ford Company itself was involved in 
a lawsuit recently, brought by minority stockholders endeavoring 
to force a distribution of the earnings in excess of the dividends 
paid, and the minority stockholders were successful therein. If 
a large percentage of the net income is kept in the business instead 
of being distributed as dividends, it is evident that the business 
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requires more capital. Should all the stockholders, however, be 
forced to contribute their pro-rata share of this capital against 
their will simply by the expedient of not distributing the profits 
but allowing them to remain in surplus account? Would it not be 
good policy and simple equity to all the stockholders if corpora- 
tions were forced to distribute at the end of each year in the shape 
of stock dividends, say, 80 per cent., if not all, of the net income 
not otherwise distributed in cash or securities ?* 

The argument might be advanced that this would not be prac- 
ticable in cases of corporations having stock of no par value. I 
do not see, however, why such corporations cannot issue divi- 
dends in the form of additional stock, provided the number of 
shares outstanding always bears a reasonable relation to the ag- 
gregate of the amount of cash paid in for the original stock and 
the subsequent accumulated net income not otherwise distributed. 

If the net income is not distributable in cash because of its 
being required for the expansion of the business, would it not be 
better for the credit standing of the corporation to indicate the 
fact that this additional earned and retained capital is to be per- 
manent by distributing a corresponding value in stock dividends, 
thus transferring that amount from the surplus to the capital 
stock account? 

Presumably because under existing corporate practice stock- 
holders are never sure of having net income made available for 
their individual use, the author of the aforesaid article questions 
the propriety of capitalizing expenditures for plant extension, and 
intimates that such expenditures are in reality current expenses 
deductible from income, and, in so far as such expenditures de- 
prive the stockholders of their share of the earned income, they 
might as well be current expenses. Listen to the author’s state- 
ment : 


The big losses of Ford and Willys-Overland in 1920 and the latter part 
of 1919, as regards available profits, were not due to extraordinary expendi- 
tures for new construction. Expansion, or what you might call extraordinary 
expense, is really an ordinary expense, and has been an ordinary expense for 
years in carrying on these businesses. 


The capitalizing of expenditures for plant expansion or the 
treating of them as extraordinary expenses and charging them off 
currently are questions which should be given more consideration 

* Since writing the above article, the United States house of representatives passed 
on April 28, 1921, H. R. No. 4810, which provides for the federal incorporation of 
companies to promote trade in China. One of the provisions of the bill is that at 


least one-third of the net income of the corporations must be declared in dividends 
payable not later than 60 days after the close of the taxable year. 


97 








The Journal of Accountancy 








in the future than has been the case in the past. Some expan- 
sions are made solely for the purpose of guaranteeing supplies of 
materials; others for the purpose of improving the quality of 
goods manufactured ; and still others for the purpose of increas- 
ing production. In some respects, and particularly to get the 
benefits of uniform accounting, it might be wise to treat all ex- 
pansion as capital charges. If this is done careful attention must 
be given to see that the current charges against costs or net income 
are sufficiently large to allow for depreciation, obsolescence, in- 
creased cost of replacement and inadequacy of the equipment— 
this inadequacy arises from increased demands upon the equip- 
ment which bring out the experience that it is too small or too 
light for the increased service necessary. 

The control of expansion programmes of corporations for the 
protection of stockholders and of creditors is worthy of consid- 
eration. Banks and investors consider the balance-sheet of a cor- 
poration in the granting of credits and the purchase of securities. 
If the directors have an unlimited right to decide the matter of 
expansion, a corporation, notwithstanding a successful year so far 
as concerns the making of profits, may find itself by reason of 
such expansion in a very undesirable if not dangerous financial 
position at the end of the year. Directors who authorize plant 
expansion programmes with the expectation of paying therefor 
from current earnings are in reality gambling upon the future 
and are not planning their finances in a businesslike manner. Such 
a policy is unsound and unfair alike to creditors and to stock- 
holders. 

For the protection of purchasers of bonds or short-term notes, 
some corporations have provided for the maintenance of a certain 
ratio of current assets to current liabilities. This has in some 
cases proved very embarrassing to corporations during times of 
high costs and increasing volume of business. Nevertheless, if 
proper consideration is given to reasonable future requirements 
at the time of issuance of the obligations, such provisions are 
really desirable and serve as a check on optimism and over-ex- 
pansion on the part of the management during prosperous times. 
Why should not the investor in the stock of corporations have the 
same protection as the purchaser of its bonds and short-term 
notes? 

The question then arises as to how to protect these stock in- 
vestors without unduly hampering the directors in their current 
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administration of the business. This can be accomplished by an 
insertion in the bylaws of the corporation of a clause requiring 
that a certain ratio of current assets to current liabilities shall be 
maintained, unless otherwise authorized by stockholders at a 
special or regular meeting. The bylaws could also include pro- 
vision for the annual distribution of all, or a minimum of 80 per 
cent., of the annual net income either in cash or stock dividends. 
Very few corporation organizers would make such bylaw pro- 
visions willingly, because the organization stock is usually held 
by a comparatively few stockholders, who also usually comprise 
the directorate, and they do not care to have limitations placed 
upon their administration of the business. With increasing busi- 
ness, however, stock is sold to the public and expansion proceeds 
merrily, especially during prosperous periods, and banks, mer- 
chandise creditors and minority stockholders become vital and 
important factors in the business and are entitled to more protec- 
tion than the present corporate financing practice affords. 

Laws are in effect which to a certain extent protect savings- 
bank depositors, beneficiaries of trust funds and policy-holders in 
life-insurance companies by limiting the investments of those 
institutions to securities of certain classes. Too often, however, 
these savings-bank depositors, trust-fund beneficiaries, and life- 
insurance policy-holders withdraw their moneys for the purpose 
of investing them in corporation shares, hoping to secure income 
thereon of larger amount, only to find that the law has ceased 
to protect them against anything more than plain swindling and 
that their money is at the mercy of a small body of directors 
without any check upon errors of judgment and with no provision 
making the distribution of net income compulsory. The use of 
funds in over-expansion (which is so tempting in prosperous 
times), without adequately augmenting liquid capital to allow for 
economical use of the increased plant capacity, is a frequent mis- 
take of corporate officers. The check which would be provided 
by the voluntary insertion of adequate clauses in bylaws is de- 
sirable, but it is expecting too much of human nature to look for 
a general adoption of such practice on the part of corporation 
organizers. The only other method of furnishing this protection 
which occurs to the writer at this time would be to encourage 
legislation requiring that the bylaws of all corporations shall pro- 
vide that a practising public accountant shall be elected auditor. 


at the annual meeting of the stockholders, that the said auditor: 
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shall report solely to the stockholders at their annual meeting and 
that the authority of the directors with respect to investment in 
fixed assets, patent rights or goodwill shall be limited to a speci- 
fied percentage of the corporation’s combined capital, surplus and 
undivided profits, unless otherwise authorized at a special or 
regular meeting of the stockholders. The legislative requirement 
that the bylaws contain a clause relative to annual distribution to 
stockholders of at least 80 per cent. of the annual net income 
would also seem only fair to minority stockholders. (Obviously, 
any current losses during any one year would result in decrease 
of the previously accumulated surplus of the undistributed portion 
of the earnings. The losses may even result in an impairment of 
capital, and the provision as to distribution of 80 per cent. of the 
annual earnings, of course, should require that any previously 
impaired capital be first restored.) It is also a question as to 
whether or not the further provision should be made that the 
voting at stockholders’ meetings considering authority for further 
expansion or change in the bylaws with respect thereto, shall be 
on the basis of one vote for each shareholder instead of upon the 
basis of numbers of shares held. 
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Sufliciency of Vouchers 


By Joun B. GeljsBEEK 


The young student of accounting is often faced with the 
problem as to whether or not a voucher presented to him is suf- 
ficient. Sometimes the experienced accountant is befogged in 
this issue because of the practicable application of business meth- 
ods which may often become loose and silently sanctioned by 
virtue of their long use. 

Text-books of law are not very explicit on the subject. Text- 
books of accounting are far more silent on the subject than the 
text-books of law. It therefore becomes interesting to review a 
recent decision of the circuit court of appeals of the United 
States, especially as the opinion of the court is plain and lengthy. 
The case is well stated by the district judge except that it should 
be emphasized that while this decision is not in the supreme court 
of the United States the status of the litigation and the issues in 
the case are such that it could not be appealed to the supreme 
court at Washington—therefore the decision is final. 

It will be noted that the legal points advanced by the lawyers 
were not sustained by the court but that the contention of the 
accountant (in this case the writer of this article) as to the insuf- 
ficiency of the vouchers was sustained by the upper court and 
the case was won on that principle. 

The case covers (1) the sufficiency of vouchers, (2) the 
vexing legal question of testimony offered against a “dead man,” 
(3) the rights of individual stockholders to bind a corporation 
without corporate action and (4) the value of the customary 
annual whitewash resolution of the stockholders approving all 
the accounts and acts of the officers and directors. 

The defendant in the case (who was the manager as well as 
a trustee) in the master’s court in an endeavor to explain the 
vouchers he had presented in his accounting, reiterated hour after 
hour, day after day and week after week that the vouchers con- 
taining no detail were expended “for the benefit of the company” 
and that while he did not remember the detail he knew it to be so 
from the fact that he signed the cheque and that he marked on 
the cheque the words “general expense.” There was nothing on 
the vouchers to indicate for what the money was expended or to 
whom the amount was paid, all cheques in dispute having been 
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drawn to defendant with some general designation, usually in 
the form: “to reimburse for expenses paid.” The judges of the 
upper and lower court sustained the master and allowed every 
voucher and cheque drawn to parties other than the manager, 
even though the voucher was not fully or partly itemized. 

The master allowed and the upper court disallowed, however, 
all “nondescript” vouchers drawn in favor of the manager. The 
decision shows the important connection there is between the 
minutes and the vouchers. 


UNITED STATES CIRCUIT COURT OF APPEALS, 
EIGHTH CIRCUIT 
No. 5265—December Term, A. D. 1919. 
The Wootton Land & Fuel Company et al, appellants, v. J. A. Ownbey, 
appellee. (Appeal from the district court of the United States for 
the district of Colorado.) 


No. 5266—December Term, A. D. 1919. 


J. A. Ownbey, appellant, v. John Pierpont Morgan, et al, appellees. 
(Appeal from the district court of the United States for the district 
of Colorado.) 

Before Hook and Stone, circuit judges, and Munger, district judge. 

These cases present an appeal and a cross appeal from a decree in 
a suit for accounting. It was brought by the holders of a majority of 
the capital stock of the Wootton Land & Fuel Company, a corporation 
(hereafter called the Wootton Company), and for the benefit of that 
company and of all its stockholders, and its main object was to secure 
an accounting from the defendant J. A. Ownbey, as one of its officers, 
of corporate property and money received by him. The Wootton Com- 
pany was incorporated in 1906 under the laws of Delaware. The com- 
pany acquired a large amount of land in Colorado and New Mexico, 
operated extensive coal mines situated on this land and owned and 
managed coal tipples, power-house and other shops and buildings 
connected with its mining operations. It had a large number of houses 
in which miners lived as its tenants. It operated a general merchandise 
store. It also operated a ranch of over ten thousand acres upon which 
it kept live-stock. The laws of Delaware provided that the business 
of every corporation should be managed by a board of not less than three 
or more than thirteen directors. Rev. code of Delaware (1915), Sec. 1923. 
The articles of incorporation of the Wootton Company provided that 
its affairs should be managed by a board of five directors, who could 
adopt bylaws for the management of the company’s business. The 
capital stock of the company was divided into 100,000 shares. At its 
organization this stock was owned as follows: J. P. Morgan, 41,667 
shares; Ogden Mills, 16,667 shares; B. P. Cheney, 8,333 shares, and 
J. A. Ownbey, 33,321 shares; the remaining twelve shares then and 
ever since stood in the name of four other persons for the purpose of 
qualifying them to act as directors, but the real ownership was in some 
of the principal stockholders’ names or in their successors in interest. 
The five directors at all times have been the four persons holding such 
qualifying shares and Mr. Ownbey. Mr. Mills sold his stock early 
in 1909 to Morgan and Cheney. 

The president of the corporation from its organization until Feb- 
ruary 27, 1908, was William C. Prime and thereafter was Thomas W. 
Joyce. Mr. Ownbey has been vice-president and treasurer since the 
company’s organization and after February 27, 1908, was authorized 
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generally to direct the operations of the company and to supervise 
and manage its affairs and employees. Mr. Ownbey resided on the 
company’s land and was the active manager of the company’s physical 
property there and directed its business operations. Mr. Cheney was 
a visitor for a very short time at the company’s property on several 
occasions, but Mr. Morgan never saw the property. Neither Mr. 
Morgan nor Mr. Cheney were ever directors or officers of the cor- 
poration. The directors of the corporation held meetings from time 
to time, and minutes were kept of their action. Such meetings were 
held on October 17, 1906; on February 16, and March 5, 1907; on 
February 10, February 27, 1908, and on March 28, 1910. 

Under the issues formed by the pleadings the propriety of an 
accounting was not disputed, and a master was appointed by the court 
for that purpose and his report was confirmed by the court, over the 
exceptions of both parties, and each has presented an appeal to this 
court. 

One of the chief questions in the case is the effect that is to be 
given to conversations between Mr. Morgan, Mr. Cheney and Mr. 
Ownbey, in New York in 1909, in which Mr. Ownbey claims that 
agreements were made, binding on the Wootton Company (1) that in 
consideration of some proposed slight changes in the amount of 
capital stock held by these three stockholders and because of a pro- 
posed transfer to the company of some property, theretofore held for 
it in trust by Mr. Ownbey, it was agreed between these three stock- 
holders that all claims between the company and these stockholders 
should thereafter be extinguished and that this agreement was carried 
into effect at a meeting of the stockholders on April 16, 1910, when 
Mr. Ownbey presented a full report of his transactions with the com- 
pany and it was approved; (2) that Mr. Ownbey was to have a salary 
from the Wootton Company of $1,000 per month and also to have his 
living expenses, not to exceed $500.00 per month. 

A special defense in Ownbey’s answer set forth his claim that he 
had fully accounted for his transactions before April 16, 1910, as fol- 
lows: “avers that on April 16, 1910, all of the acts and doings of this 
defendant and all transactions by him and in thé premises for and on 
behalf of said company were duly and fully presented to the stock- 
holders of said company at a meeting thereof held on said day at 
the town of Wootton, Colorado, and at which all stock of said com- 
pany was represented and voting, and that all of his said acts and 
doings theretofore so had, done and performed, by him for and on 
behalf of said company and said stockholders, were then and there 
fully ratified and confirmed and in all respects approved thereby.” 

Because of the issue presented by this special defense the case was 
first referred to a special master to hear testimony and to report 
whether on April 16, 1910, the accounts between the Wootton Com- 
pany and Ownbey “were settled and adjusted, and if so settled and 
adjusted, what balance of account, if any, existed and was fixed as the 
result of said settlement and adjustment, and against which of said 
parties.” The master was also directed to report whether any such 
accounting or settlement was valid, so as to preclude any further ac- 
counting, and he was directed not to proceed with the accounting until 
after the court had disposed of this issue. After the hearing on this 
issue the master reported that Morgan, Cheney and Ownbey were the 
only persons beneficially interested in the ownership of the capital 
stock of the Wootton Company on December 15, 16 and 17, 1909, and 
that then these three persons met in New York and agreed among 
themselves for the conveyance to the company of certain property and 
that all claims between these three stockholders and between the com- 
pany and each of them should be settled and adjusted and the stock of 
the Wootton Company should be redistributed and that a meeting of 
the company should thereafter be held to carry this agreement into 
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effect. The master further found that on April 16, 1910, all of the 
stockholders were present or represented by proxies at a meeting of 
all the stockholders at Wootton, Colorado, that Ownbey then pre- 
sented a report showing all of his transactions with the company and 
the moneys received and paid out by him on its behalf, and that this 
report was examined and found correct and by unanimous vote it was 
approved. He reported that no testimony had been offered to show 
what balance of account was shown by the report and that he could 
not determine what balance, if any, existed, nor against which of the 
parties. He found that the property referred to was at that meeting 
conveyed to the Wootton Company and the stock redistributed. The 
master reported as his conclusion that the stockholders were there- 
fore precluded from having an accounting for transactions prior to 
April 16, 1910. The court approved of this report, over objections of 
appellants, and ordered the accounting to proceed of transactions 
after April 16, 1910. After a prolonged hearing the master stated an 
account, and exceptions of both parties thereto were overruled and 
the master’s final report was approved and judgment was rendered in 
favor of Ownbey for $53,280.67 against the Wootton Company. 


Munger, district judge (after stating the facts above) delivered the 
opinion of the court. 

The special master allowed Ownbey a sum for salary and his liv- 
ing expenses. This was based upon testimony by Ownbey and Cheney 
as to the alleged agreement between Morgan, Cheney and Ownbey, 
at Morgan’s library in New‘York City, in December, 1909, whereby it 
is claimed Ownbey was to receive this allowance. The finding of the 
master that Ownbey was not required to account to the company for 
his transactions occurring before April 16, 1910, was also partly based 
upon this conversation and agreements claimed to have been made 
at that time. By proper exceptions the question is presented, upon 
such facts, whether those who are not directors or officers of a cor- 
poration, but are the owners and holders of almost all of the capital 
stock and are the beneficial owners of the remaining shares, which 
stand in the names of nominal owners, may bind the corporation by 
a contract between themselves whereby a debt in favor of the corpo- 
ration is to be extinguished and an obligation of the corporation in 
favor of one of them imposed, when the articles of incorporation 
place the management of the company’s affairs in the hands of its 
board of directors. The further question is also presented, whether 
such stockholders, assuming to contract on behalf of the corporation, 
are estopped from denying such an agreement to be the agreement of 
the corporation, if the obligee has acted upon the faith of this agree- 
ment as an act of the corporation. The general rule as to contracts 
and conveyances on behalf of the corporation was stated by Chief 
Justice Shaw in Smith v. Hurd, 12 Met. 371,385, as follows: 

“The individual members of the corporation, whether they should 
all join, or each act severally, have no right or power to intermeddle 
with the property or concerns of the bank, or call any officer, agent 
or servant to account, or discharge them from any liability. Should 
all the stockholders join in a power of attorney to any one, he could 
not take possession of any real or personal estate, any security, or 
chose in action; could not collect a debt, or discharge a claim, or 
release damage arising from any default; simply because they are not 
the legal owners of the property, and damage done to such property 
is not an injury to them. Their rights and their powers are limited 
and well defined” and this rule has often been followed. Humphreys v. 
McKissock, 140 U. S. 304, 312; De La Vergne Co. v. German Savings Inst., 
175 U. S. 40, 53, 54; Sellers v. Greer, 172 Ill. 549, 50 N. E. 246; Puritan 
Coal Mining Co. v. Pennsylvania R. Co., 237 Pa. 420, 85 Atl. 426, 432; 
2 Cook on Corps. (7th Ed. Sec. 709). See also First Nat. Bank of Mem- 
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phis, Tenn. v. Towner, 239 Fed. 433, 440; Woodruff v. Shimer, 174 Fed. 
584, 586; Denver Engineering Works Co. v. Elkins, 179 Fed. 922. 

But the principle of equitable estoppel is frequently applied to 
deny a defense that might otherwise have prevailed. Nothing is 
better settled than that one, who, by his acts or representation or by 
his silence when he ought to speak out, intentionally or through 
culpable negligence, induces another to believe certain facts to exist 
and the latter rightfully acts on such belief, so that he would be 
prejudiced if the former is permitted to deny the existence of such 
facts, is thereby conclusively estopped from making such denial. 
Dickerson v. Colgrove, 100 U. S. 578, 580; Union Pacific Ry. Co. v. United 
States, 67 Fed. 975, 979; Canadian Northern Ry. Co. v. Northern Miss. 
Ry. Co., 209 Fed. 758; 2 Pom. Eq. Jur. Sec. 805. 

In this case Morgan and Cheney, stockholders but assuming to act 
for the corporation, are said to have made a contract for the benefit 
of the corporation with Ownbey, the owner of the remainder of its 
stock, and Ownbey claiming to have relied upon those agreements 
alleges he has executed his part of the agreement. If the contracting 
stockholders permitted Ownbey to render services and expend moneys 
and to act in accordance with such a contract they may not be heard 
in a suit brought for the benefit of themselves, as the only other 
owners of stock, to deny the validity of the assent of the corporation. 
Colorado Springs Co. v. American Pub. Co., 97 Fed. 843, 853; United States 
v. Milwaukee Refrigerator Transit Co., 142 Fed. 247, 255; Breslin v. 
Fried-Breslin Co., 70 N. J. Law 274, 282, 58 Atl. 313; in re Newman, L. R. 
(1895), 1 Ch. 674, 686; Ebelhar v. Nave, 119 S.W. 1176; First Nat. Bank 
v. Winchester, 119 Ala. 168, 24 So. 351; Bundy v. Iron Co., 38 Ch. St. 
300-311, 312; Brown v. De Young, 167 Ill. 549, 555, 47 N.E. 863. 

In Ownbey’s answer he set forth a counter claim alleging an em- 
ployment as manager for the company, the performance of the services 
and that they were reasonably worth $1,000 per month. Appellants 
assert that proof of an express contract for payment of that amount 
for such services was inadmissible under the plea of quantum meruit. 
Appellants in their replication to this answer alleged the non-existence 
of any contract express or implied between the company and Ownbey, 
relating to compensation for his services. In an action for an account- 
ing no cross bill on the part of the defendant is necessary in order 
that he may recover any balance in his favor. The plaintiff by his 
bill in such a case submits himself to the result of the accounting 
whether it be for or against him. Whittemore v. Patten, 84 Fed. 51, 56; 
McManus v. Sawyer, 231 Fed. 231, 238; 1 Corp. Jur. 639. 

The court, on an application of the master for instructions relating 
to the taking of the account, ordered the master to disregard all 
matters of pleading and to proceed with the accounting in accord- 
ance with equity rule No. 63. No exception was taken to this order 
and it is now too late to insist that Ownbey was limited to the proof 
of an implied contract for services. 

This brings us to the next controverted question, whether agree- 
ments were made such as Ownbey claims. As to the salary and living 
expenses, both Cheney and Ownbey testified that a verbal agreement 
was made at a meeting of the three men in Morgan’s library by which 
Ownbey was to continue as the business manager of the company and 
that he was to receive for such services $1,000 per month and also his 
living expenses for himself and family, not to exceed $500 per 
month. Morgan’s death before this suit was brought precluded the 
possibility of testimony from the only other participant in this al- 
leged transaction, but there are many circumstances that militate 
against the probability of any such contract. Some of these facts may 
be briefly stated. Ownbey never drew or demanded any salary in the 
fifty-seven months that he continued to act. The company’s books 
were kept under his direction and no entry was made relating to 
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either of such items. In a voluminous correspondence thereafter main- 
tained between Ownbey and Morgan, Cheney, Mills and Joyce, no 
mention is made of the subject. The two bookkeepers testified that 
Ownbey told them his agreement was that he was to receive no 
salary, but that he should have the profits of the boarding-house in 
lieu of it, and these profits were credited to his account on the books. 
In monthly statements sent from Ownbey to the stockholders and 
president of the company after the middle of 1910 there was a per- 
sonal account showing the profits of the boarding-house to be credited 
to Ownbey but no charge against the company for salary or living 
expenses was shown. In June, 1911, Ownbey wrote Cheney a letter, 
copy of which was sent to Joyce, in which he stated that the amount 
the company owed him was $3,000 and also the sum of $15,000, be- 
cause he had given his personal cheque for the $15,000 to take up that 
amount of the company’s obligations. His salary up to that time at 
the rate he claims would have amounted to $14,000. In his ariswer he 
set forth a counter claim for the reasonable value of his services, but 
did not plead any agreement that he was to be paid a salary or be 
allowed his living expenses. The plaintiff employed an accountant 
in December, 1915, to go over the company’s books and he told 
Ownbey that the books showed a balance against him, that there was 
nothing on the books to show an allowance for salary or living ex- 
penses. Ownbey replied that there should be such entries, and that 
he had an agreement, and that it was in the correspondence, but fail- 
ing to find it, he claimed it was in the minutes, and again failing to 
find any note of it there, claimed it was a verbal agreement. He was 
asked as to the amount of his salary but he deferred answering until 
he had seen his attorney and then stated that he was to have $1,000 
per month for both salary and expenses after April 16, 1910. Ownbey 
on behalf of the corporation in 1912 asked for a loan from a bank, 
and the bank required an audit of the books. Ownbey hired auditors 
who reported to Ownbey in writing that no salary was charged for 
him but that he was credited with profits on the boarding-house for 
1911. The bank made the loan on the faith of this report. The cor- 
poration records are silent as to any allowance to Ownbey for these 
purposes. Ownbey explains some of these admissions by the state- 
ment that he did not wish the bookkeepers to be advised of the amount 
of his salary lest they should demand higher salaries and this was 
pursuant to an understanding he had with Cheney and Morgan. 
Ownbey gave practically his entire time to the management of the 
company’s affairs and they were extensive and required the careful 
supervision by someone who lived at the scene of operation. It is 
not incredible that someone should have been employed and have 
been given a liberal salary and a liberal allowance for living expenses 
for doing this work, inasmuch as Cheney and Morgan were absent, 
and the responsibilities were onerous. The circumstances we have 
detailed and others tend to discredit the existence of such a contract, 
if it depended alone upon the testimony of Ownbey, but Cheney’s 
testimony as to the making of the contract is clear and no sufficient 
impeaching evidence discredits his testimony. While the view of this 
court might be in favor of a different conclusion from the testimony 
of Ownbey the case is one where a master and the trial court have 
concurred in a finding of fact upon conflicting evidence, and that 
finding should be confirmed by this court (Davis v. Schwartz, 155 U. S. 
631, 636; Coder v. Arts, 152 Fed. 948, 946; Nicholas v. Elkin, 225 Fed. 
689, 692), and this result is compelled, if credence is given to Cheney’s 
undisputed testimony. 

The finding that the plaintiffs were not entitled to an accounting 
of transactions between the corporation and Ownbey prior to April 
16, 1910, rests upon the testimony of Ownbey and Cheney taken upon 
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the hearing upon the special defense and upon the interpretation of 
the minutes of the stockholders’ meeting held on that day. The court 
may have been influenced in its final confirmation of the master’s 
findings by the testimony of these same witnesses as to this conver- 
sation which was again given later during the hearing and upon other 
features of the case. A careful review of the evidence of these wit- 
nesses leads to the conclusion that the agreement claimed to have been 
made in the conversations at Morgan’s library and completed at the 
stockholders’ meeting was not as defendant now claims for an accord 
and satisfaction between the corporation and Ownbey for any balance 
of account that should be outstanding at the time of the stockholders’ 
meeting provided that Ownbey made the conveyances and that the 
stock was redistributed in the agreed proportions. While some of 
the testimony of these witnesses, stating conclusions rather than 
conversations, might bear this interpretation standing alone, the 
rational construction to be put upon their testimony is, that these 
stockholders agreed that a stockholders’ formal meeting should be 
held soon thereafter and that at that meeting, in the language of 
Cheney, they were “to consummate and put into legal form this 
agreement which we had had”; that Ownbey would then convey to 
the Wootton Company the property held by him in trust for it; that 
there would be a redistribution of the capital stock, by which Ownbey’s 
proportion would not be changed and Morgan’s would be changed 
but very slightly and this would be a settlement of the proportionate 
stock interests. This preliminary agreement was in Gombe and 
the stockholders’ meeting occurred in the following April. Mani- 
festly, it could not be known what balance of account would be owing 
to or by Ownbey at that time. Ownbey admits a balance was due to 
the company from him of $8,287.83 on April 16, 1910, and that he is 
accountable for it, which would not have been true if all accounts 
were to be then balanced at zero. It is also shown that he had other 
balances in banks belonging to the company of $11,072.94. His page 
of the ledger account in the books of the Wootton Company showed 
further indebtedness to the company of $23,638.78. The special ac- 
countant was offered as a witness to show that he was further in- 
debted at that time to the company in the sum of $65,843.77. At 
that same meeting in Morgan’s library an agreement in writing was 
made by which $200,000 more was to be advanced to the capital of 
the company to be sent to Ownbey. It is incredible that men of the 
business sagacity of Morgan and Cheney would agree that one 
who handled such large sums and who was later shown to be 
indebted so largely should be excused from accounting for any 
balance that might then exist for so slight a cause. Moreover, what- 
ever preliminary arrangements were made were merged into the 
formal action at the stockholders’ meeting, as evidenced by the 
minutes. The minutes recite that Ownbey presented a report of his 
acts as vice-president, treasurer and general manager, and that that 
report brought down to date the management of the Wootton Com- 
pany’s property and the moneys received and paid out by him for the 
company and that this report was examined and found correct. A 
resolution was passed approving the report. The report has not been 
produced in evidence in this case, nor its contents shown, but the 
formal action of the stockholders at a meeting at which all were 
present or represented by proxies evidences the final transaction 
between the parties. The minutes were afterwards presented to 
Morgan and he approved them as a correct statement of the trans- 
action intended. Cheney himself presented the resolution and Ownbey 
cast his own votes for it. The defendant relied upon this resolution 
and the preceding report as an account stated that it be shown that 
there is a balance due, the amount of that balance and from whom it 
is due. Storey E. Pl. (10th Ed.) Sec. 798; Burk v. Brown, 2 Atkyns 
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397,399; Harrison v. Farrington, 38 N. J. Ed. 358,362; Allen v. Woon- 
socket Co., 11 R. I. 288, 297; 1 Daniells Ch. Pl. & Pr. (6th Am. Ed.) 
665; 1 Corpus Juris 641; 1 Ruling Law 211; 1 Encyc. Pl. & Pr. 101. 
As there was no proof of the balance shown by this report the court 
erred in overruling plaintiffs’ exceptions to the report of the master 
holding that the plaintiffs were estopped from asking for an account- 
ing prior to April 16, 1910, and in the order to the master to take 
the accounting only from and after that date. The error requires a 
reversal of the decree and the case will be remanded with directions 
to proceed with the accounting with Ownbey as to these prior trans- 
actions. In stating the account between the parties after April 16, 
1910, a balance was found by the master at that date, as has been 
stated, of $8,287.83, consisting of cash on hand in the company’s 
office and a deposit in the Trinidad National Bank. This amount was 
evidently derived from Cheney’s testimony, but he did not testify, 
nor was there other evidence to show what balance was shown by 
Ownbey’s report which was approved by the minutes of the stock- 
holders’ meeting, as has been stated. Moreover, Cheney does not 
testify that this was all the cash on hand as a fact, but only as a con- 
clusion and as true so far as he knew, and the evidence shows no suff- 
cient basis for his knowledge. The accountants of defendant and 
plaintiff agree and it stands established by undisputed testimony that 
there was at that time the further sum of $10,144.64 in the First Na- 
tional Bank of Boulder in the name of Ownbey as trustee and the 
sum of $928.30 in the American Exchange National Bank in the name 
of Ownbey, and these moneys belonged to the Wootton Company 
and were balances of sums contributed by Morgan and Cheney to its 
capital account. The evidence is also undisputed that Ownbey pas- 
tured a number of his cattle and one horse on the company’s lands, 
and that the reasonable charge for this service is $629.27. Exceptions 
were taken to many items of credit and discharge claimed by Ownbey. 
The master found that many of these items were improper charges 
against the Wootton Company and disallowed them, and no excep- 
tions on the part of Ownbey now call in question this action. The 
credits allowed Ownbey, and which are now questioned by appel- 
lants, are claims of disbursements of the company’s funds by Ownbey. 
The items are very numerous and the evidence relied upon cannot 
profitably be set out in detail. So far as the findings of the master 
depend upon conflicting testimony or credibility of witnesses, and the 
evidence in support of the item is legally competent the finding must 
be allowed to stand. But where the items are supported by no com- 
petent evidence the findings must be disregarded because founded 
upon a mistake in law. The defendant was permitted to testify to 
general statements that he has never used, taken or expended any 
funds of the Wootton Company for his personal use without having 
them charged to himself on the company’s books. He qualified this 
denial by an admission that he had used some of these funds for his 
living expenses but claimed in such cases the withdrawals had been 
charged to the company’s general-expense account. The master was 
evidently influenced by this testimony in allowing many of the credits, 
for other evidence is lacking in support of them as matters of dis- 
charge. The rules of law that were applicable in the taking of the 
accounting may be briefly stated. When the defendant is an account- 
ing party and stands as one occupying a fiduciary relation toward the 
plaintiff because of money or property intrusted to him, the burden 
is upon him to show that he has performed his trust and the manner 
of its performance. He owes this duty because of the confidential 
relation he bears to his principal and because he is presumed to 
know how he has performed his duty. I. Mechem on Agency (2nd. 
Ed.), Sec. 1344; 1 Corp. Jur. 643; 3 Gr. on Ev. Sec. 253; 1 Story Eq. 
Jur. (14 Ed.), Sec. 625; Marvin v. Brooks, 94 N. Y. 71, 75; Little v. 
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Phipps, 208 Mass. 331, 335, 94 N. E. 260. He must therefore prove 
any allowances or credits that he may claim to have made on behalf 
of his principal. In making proof of credits claimed by him he 
should present an itemized statement, showing the details of expendi- 
tures with the vouchers, receipts and memoranda supporting his 
claim, Meth. Epis. Ch. v. Jaques, 3 Johns Ch. 77, 114. Muir v. Kala- 
mazoo Corset Co., 155 Mich. 441, 448, 119 N. W. 589; Campbell v. 
Cook, 193 Mass. 251, 256, 79 N. E. 261; Chicago Title Co. v. Ward, 
113 Ill. App. 327, 331; Moyses v. Rosenbaum, 98, Ill. App. 7, 9; 1 
Mechem on Agy. (2nd. Ed.), Sec. 1344. It was formerly the rule 
that the accounting party, if credible and uncontradicted, could sup- 
port by his oath sums not exceeding twenty dollars, but even in that 
case he must show to whom the amount was paid, for what, and when, 
and the whole amount of such items could not exceed $500. Remsen 
v. Remsen, 2 Johns Ch. 496, 501; 2 Bates Fed. Eq. Proc. Sec. 764; 
Daniells Ch. Pl. and Pr. (6th Am. Ed.), 1227, 1228. Whatever relax- 
ation from this rule may now be indulged, it is still requisite that the 
accounting party shall show in detail and not in round sums the items 
expended and show when, to whom and for what purpose the pay- 
ments were made, so that his principal can make a reasonable test of 
the accuracy of his claim. 

It follows as a corollary to these principles that the duty to ac- 
count is not fulfilled by a mere general statement that the money was 
expended for the principal’s benefit or business or by a general denial 
that any of the principal’s money was taken for the personal use of 
the trustee. Such statements are but the conclusions of the witness 
and afford no reasonable opportunity to the principal to test the fact 
or the propriety of the expenditure and give the court no basis for 
determining from the facts of each transaction whether the trustee has 
faithfully performed his duty. 1 Mechem on Agy. (2nd Ed.), Sec. 
1344, N. Y. Bay Cemetery v. Buckmaster, 33 Atl. 819; Webb v. Fordyce, 
55 Ia. 14 7 N.W. 385; Farmers’ Warehouse Assn. v. Montgomery, 92 Minn. 
194, 200, 99 N.W. 776; Willis v. Clymer, 66 N. J. Eq. 284, 287, 57 Atl. 803; 
in re Gaston 35 N. J. Eq. 60, 64; Romigs Appeal 84 Pa. St. 235, 237; 
Wolf Co. v. Salem, 33 Ill. App. 614, 4,617; 2 gee to Eq. Proc. Sec. 
764, 2. Daniells Ch. Pl. & Pr. (6th Am. Ed.) 1227, 

Applying these principles to the groups of eit claimed by 
Ownbey makes the proper disposition of them comparatively simple, 
The “general expense items which are attacked amount to $2,288.75. 
As to each of the numerous items there are either admissions by 
Ownbey as a witness or evidence from the cheques or vouchers or 
book entries, or a lack of testimony showing an expenditure for the 
company’s purposes that requires the rejection of the claims. Ownbey 
confesses a lack of memory as to the circumstances of the expendi- 
tures, except that he insists in general statements that they were for 
the benefit of the company, which we have held does not discharge 
his duty to account. The “living expenses” group of items amounts 
to $22,484.57. The master finds that this was received by Ownbey 
by cheques that he drew or from cheques deposited and was used by 
him in payment of his living expenses, but the master also finds that 
there was no evidence of the amount expended by Ownbey for these 
living expenses in any one month or any one year and that the evi- 
dence as to the expenditures on moneys in this account is very un- 
satisfactory. He allowed the amount because of the manner in which 
the accounts were kept and because of the acquiescence of all persons 
interested. The contract relied upon by Ownbey allowed him his liv- 
ing expenses, not to exceed $500 per month, or $6,000 per year. 
Claiming under a definite contract, it was incumbent on Ownbey to 
show that his expenditures came within its terms. The absence of 
proof of the amount of such expenses per month or per year was 
a failure to show that he was entitled to credit therefor and the item 


109 














The Journal of Accountancy 








should have been disallowed. There was no acquiescence by the 
company in the matter of the keeping of the accounts that requires 
any different conclusion. The books were kept by the bookkeepers 
under Ownbey’s direct supervision. It was not shown that the other 
officers or stockholders knew of any book entries charging them with 
notice of this claim, because, as already stated, the books disclosed 
no charge of any kind of Ownbey’s living expenses. The entire amount 
appeared on the books as either charged to Ownbey’s personal ac- 
count or as charged to the general-expense account of the firm. 

Traveling expenses allowed and attacked amount to $10,866.85. 
Ownbey claimed and was allowed a large sum as credit for traveling 
expenses in connection with the company’s business and another 
group of such claims was disallowed. The items composing the bal- 
ance now in controversy were not supported by receipts or written 
memoranda showing the expenditures to have been for the company’s 
benefit nor was there other competent evidence of that fact. One 
thousand three hundred and sixty-five dollars of the amount was 
charged on the company’s books against Ownbey’s personal account. 
Under the proofs the amount was improperly credited to Ownbey. 

The “legal expense” account was a large one. Some of it was allowed 
and some disallowed and the balance in controversy is $5,368.61. The 
evidence again shows either lack of knowledge on the part of Ownbey, 
as the only witness testifying on the subject, or else evidence is en- 
tirely lacking to show that these expenses were incurred on behalf 
of the company. Much of the amount was drawn by cheques payable 
directly to Ownbey. He must be held to have failed to have sus- 
tained the burden of proof required of him. 

Intoxicating liquors, $1,914.97. This amount is shown to have been 
disbursed to the dealers who sold liquors and was for liquors fur- 
nished to the Wootton ranch house or given by Ownbey as donations 
to other persons. Appellants’ objection to the item is because of 
lack of evidence showing the portion of the liquor used by Ownbey 
for his personal uses. He testified it was all used for the company 
and we think that was sufficient to support the master’s finding, as 
further particularization could not reasonably be required of the final 
use of these liquors. 

Taxicab expenses, $1,436.25. There are proper receipts for these 
bills and Ownbey’s testimony shows that the expenditures were all 
for the company’s business and for the same reasons as stated re- 
lating to the previous item, the master’s allowance of the amount 
should stand approved. 

Telephone bill, $1,413.55. The testimony of Ownbey was relied 
upon to show that these charges were properly made to the company, 
but it was so contradictory and showed such lack of memory that the 
allowance of the item cannot be sustained. 

Interest on notes $1,392.38. This sum was used in paying interest 
on notes but the notes were not entered upon the company’s books. 
The Wootton Company’s notes were entered on its books and the 
interest on those notes was also entered. There was a lack of tes- 
timony on the part of Ownbey and he did not sustain the burden that 
was laid upon him to show that this was a proper charge. The item 
should have been disallowed. 

Miscellaneous items, $1,788.79. A number of items are embraced 
in this total and each presents its separate state of facts. The charges 
for expenditures to Sager $500, for turkeys, $88.45, for travel ex- 
penses of Bailey and others, $75, for expense in settling for death 
of a miner, $250.00, total $913.45, are supported by sufficient evidence. 
The remainder, aggregating $775.34, entirely lack evidence to support 
them and should have been disallowed. 
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Supplementary account. The allowance in favor of Ownbey of 
two cheques of $1,000 each, was called to the attention of Ownbey as 
a witness, but he was unable to remember the purposes of the ex- 
penditures and they were otherwise unsupported and should have 
been disallowed. As we have held Ownbey chargeable with the bal- 
ances in the First National Bank of Boulder and in the American 
Exchange National Bank of New York, he is entitled to credit for 
$2,260.55 for cheques drawn on those banks as shown in his supple- 
mental account. 

Another item of $250 to C. E. Stratton was improperly allowed 
because it was paid on April 22, 1909, and if it was a valid charge 
should be entered against the company as of that date, and it was not 
involved in the accounting subsequently to April 16, 1910, which was 
referred to the master. The disallowance of these items that have 
been referred to is traceable entirely to Ownbey’s failure to furnish 
sufficient proof. Ownbey appears to have been accustomed to busi- 
ness transactions, and the books were properly kept as to most trans- 
actions of the company and vouchers and receipts were commonly 
supplied. The bookkeepers for the company appear to have been 
skilled and to have kept the accounts properly so far as their infor- 
mation enabled them to do so. They depended on Ownbey for much 
of the important information needed by them, and the failure of the 
records as well as the failure of the testimony as to these particular 
expenditures is traceable to Ownbey’s failure to record or remember 
the times, amounts or purposes of the expenditures for which he now 
asks credit. 

Summarizing, the decree should be modified so that Ownbey will 
be charged with the amounts that we have disallowed, but credited 
with the amount of salary allowed by the master. The master’s 
statement of the account of his transactions with the company since 
April 16, 1910, will stand modified as follows: 


DEBITS CREDITS 
To balance due to com- By amount of salary ....$57,609.52 
pany as per master’s By cheques: on First Na- 
SR Rae er $ 4,328.85 tional Bank of Boulder 
To pasturage .......... 629.27 and on American Ex- 
To balances in First Na- change National Bank 
tional Bank of Boulder of New York ........ 2,260.55 


and in American Ex- 
change National Bank 


of New York ........ 11,072.94 
To general expenses, 

items disallowed ..... 2,288.75 
To living expenses, 

items disallowed ..... 22,484.57 
To traveling expenses, 

items disallowed ..... 10,866.65 
To legal expenses, 

items disallowed ..... 5,368.60 
To telephone expenses, 

items disallowed ..... 1,413.55 
To interest expenses, 

items disallowed ..... 1,392.39 
To miscellaneous expenses, 

items disallowed ..... 775,34 
To supplementary account, 

items disallowed ..... 2,250.00 

$62,870.91 $59,870.07 
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Balance due from Ownbey to the Wootton Company is $3,000.84. In 
addition to this amount the plaintiff is entitled to an accounting of 
transactions prior to April 17, 1910. Whether the balance of indebted- 
ness claimed to be shown against Ownbey on the ledger of the com- 
pany of $23,638.78 is a correct charge or whether the claim of a further 
indebtedness of Ownbey at that time is correct is a matter that was 
not heard fully on proofs by the court below, because of the holding 
that the accounting should not extend to transactions prior to April 
16, 1910, and cannot now be decided upon this record and no opinion 
is expressed thereon. 

The conclusions reached as to questions represented by the appeal 
makes it unnecessary to consider more than one question presented 
by the cross appeal. The essential facts relating to this cross appeal 
are as follows: after the first reference to the master had been made, 
some of the plaintiffs in the present case, that is, the plaintiffs who 
sue as executors of the last will and testament of J. Pierpont Morgan, 
began a suit in a state court of Delaware against the defendant 
Ownbey, to recover the sum of about $140,000 for money loaned by 
Morgan to Ownbey, and under an order of attachment a levy was 
made upon Ownbey’s shares of stock in the Wootton Company. 
Judgment was afterwards rendered in favor of these plaintiffs against 
Ownbey for an amount exceeding $200,000. A petition by Ownbey 
to have this judgment set aside was denied. Ownbey filed in the 
court below a supplemental bill setting forth these proceedings in 
the Delaware court and prayed and was granted a temporary order 
against Morgan’s executors restraining the sale of Ownbey’s stock 
under the judgment rendered in Delaware. This order was dissolved 
by the court’s final decree and a permanent injunction denied, and 
this is assigned as error. In support of the assignment it is urged 
that the trial court in this case had first obtained exclusive jurisdic- 
tion of the subject matter which was being litigated in he Delaware 
suit. There was no error in the court’s ruling. The suit in Delaware 
was an action on behalf of Morgan’s representatives upon a personal 
obligation of Ownbey originally due to Morgan. The res that gave 
that court its jurisdiction to proceed was Ownbey’s stock in the 
Wootton Company, attached by process in that action. The suit in 
the court below was a suit by Morgan’s executors and by another, 
as stockholders in a corporation, suing in behalf and for the benefit 
of all stockholders, and asserting rights of the corporation as against 
Ownbey. Claims of indebtedness between Morgan and Ownbey were 
foreign to the questions of indebtedness between the Wootton Com- 
pany and Ownbey and the denial of the injunction was a proper com- 
pliance with section 265 of the judicial code. 

For the reasons stated the case will be remanded with directions 
to proceed further with the accounting ordered for the period prior 
to April, 1910, if the parties are so advised, and otherwise the decree 
will be modified to conform to the views expressed herein. The ap- 
pellants are entitled to their costs and expenses on the appeal in 
case No. 5265, no costs to be taxed to either party in No. 5266. 
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Lumber Costs 
By Epmunp M. MEYER 


One of the most important items to be considered in account- 
ing for lumber manufacturers is the method employed in deter- 
mining costs of lumber produced. In a large percentage of mills 
an average cost per thousand feet or, worse still, an arbitrary 
value, is used. This article will attempt to show the results of 
several methods of determining costs. 

The principal methods employed may be enumerated as 

(1) Average mill-run cost. 

(2) Average mill-run cost by species. 
(3) Arbitrary value. 

(4) Cost allocated to species and grades. 

No attempt will be made to discuss the various and complex 
conditions encountered in lumber accounting nor the different 
items of expense entering into the cost. 

The operations of the average lumber company consist of 

1. Logging, 
2. Transportation, 
3. Sawing logs into lumber. 

Some companies produce all their logs from their own stump- 
age; others produce part and purchase part from outside con- 
tractors. The logs are of no value for lumber until they are 
delivered to the sawmill—hence the principal elements to be con- 
sidered are cost of logs at mill and sawmill expense. 

There is considerable argument as to whether the planing-mill 
expense is part of the cost of lumber produced or an expense 
incident to the sale. In view of the fact that not all lumber is run 
through the planer, it should be considered as an expense incident 
to the sale. If there is any surfaced lumber in the inventory, the 
cost of planing may be added thereto. 

This article will deal with a typical mill in the northwest. The 
figures shown herein are taken from the records of a particular 
mill in order that the results obtained may be fairly accurate. 
While the market values shown are not necessarily authentic, they 
are sufficiently representative for the purposes of this article. 

The cost of various species of logs may vary greatly, depend- 
ing upon whether the company cuts its own stumpage or purchases 
logs from outsiders. 
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The production of lumber for the year 1920 was 


—_————= 


Species Feet % of total 
can onghubedesackabend 3,806,348 28.27 
EE 000 case ecnngneshobed 290,284 2.16 
DT teis cua wns oxpndewhinesannen 9,367,784 69.57 

13,464,416 100.00% 


The cost of logs sawed was 


DD nt ceded yp cbdddenads sounds Kona iel $ 57,875.16 
TIE 5:05, xs cea dale Bhebncaedks'seueeeed 2,243.80 
ME GEb su bies vs on sed <tbe ghd ccancwidneenae 118,975.94 

TE Ca0b 6 vaede ns edn ctherrbeiabbertidaee rie $179,094.90 


The total sawmill expense in producing the above number of 
feet was $74,961.58. 

From the foregoing data the costs determined under the sev- 
eral methods mentioned can be readily obtained. 


AVERAGE Miit-Run Costs 
Under the average mill-run cost method, the total cost of 
producing lumber is divided by the total number of feet produced, 
in determining the cost per thousand board feet. 


ME NS oid Ce SWwlald a Siw S km see ecwh beds $179,094.90 
EE ids laspcsctcuek sss Avalanie 74,961.58 
Cost of lumber manufactured ................ $254,056.48 


The total cost of $254,056.48 divided by 13,464.416 gives 
an average cost of $18.868 per 1000 feet of lumber produced. 
This cost of $18.868 is applicable to high-grade white pine as well 
as low grades of other species. 


AVERAGE Miit-Run Cost By Species 


Lumber in the northwestern states is classified under three 
general headings, white pine, western pine and mixed. Yellow 
pine is often called western pine and soft pine. 

In determining costs under the “average mill-run cost by 
species” method, the same procedure is followed as under the 
first method, except that a segregation is made of species. The 
sawmill expense is distributed among the several species on the 
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percentage which the number of feet of each species produced 
bears to the total production. This percentage is shown in a 
previous paragraph. 


Cost of Sawmill 
production Logs expense Total 
WRI: nines taeaicsrs $ 57,875.16 $ 21,191.64 $ 79,066.80 
Western pine ............ 2,243.80 1,619.17 3,862.97 
WE ois ics nd cccenen pene 118,975.94 52,159.77 171,126.71 
Fetele .cnicaceaacte $179,094.90 $ 74,961.58 $254,056.48 





By dividing the total cost of production of each species by 
the total production af that species the following costs are 
obtained. 


WEE GINO oc sn cvssccc¥ebewenionad $20.772 per 1,000 feet 
Wee OD «oan ccncusctigesnacune 13.307 “ ooh ae 
Me oii. es cntvenshetuaeaaease 18.267 “ gion 


ARBITRARY VALUE 


There is little to be said about the arbitrary-value method, as 
it is merely the value placed upon the lumber by the officers of 
the company and may or may not represent a fair value. 


Cost ALLOCATED TO SPECIES AND GRADES 


Allocating cost to species and grades is by far the most satis- 
factory method of determining costs, as it does not burden the 
low grades with a cost that exceeds the selling price. Each grade 
is valued at its value relative to all other grades and will generally 
show a profit upon its ultimate sale. 

This method is becoming more popular all the time and is in 
use by many of the largest companies in the country. 

The only data required for allocating costs are 


(1) The separation of costs as to species shown under the 
second method of determining costs; 


(2) Market value at the close of the accounting period of 
each class of lumber produced during the period. 


Following is a schedule showing the total production of each 
class of lumber, its market value at December 31, 1920, and the 
total value, which is the product of the two. The total of all the 
products is the market value at December 31, 1920, of the total 
production. 
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Grade 
White pine: 
Se EE Sneek vinweeeavi 
lh, SR ccs eanebes 
ae 2 “ 
“ 3 “ 
“ 4 “ 
“ 5 “ 


Total white pine .......... 


Western pine (yellow pine) : 
D and better 
BOO OR. a ons s cacescee 

3 “e 
“ 4 “e 


“ 4 “ 


GO (.(j-— = seesesececseses 


Mixed: 
Spruce 
White fir— 

No. 3 and better 
No. 4 and 5 common ...... 
Cedar— 
D and better 
Common 
Red fir and larch— 
D and better 
Common 


Zens mieed ......c-0- 


Total all grades ..... 


Feet 
produced 
351,170 
275,600 
976,864 
1,331,658 
658,754 
212,302 


3,806,348 


51,330 
89,820 
79,682 
61,424 

8,028 


290,284 


198,520 


1,443,894 
284,690 


24,000 
100,614 


798,498 
6,517,568 
9,367,784 


13,464,416 








Market value 
per r1000 feet 
$132.50 
87.50 
56.50 
40.75 
28.00 
19.00 


$87.00 
35.00 
27.50 
24.00 
15.00 


$66.25 


35.25 
22.00 


62.00 
22.50 


50.00 
14.25 


Total 
Value 
$46,530.03 
24,115.00 
55,192.82 
54,265.06 
18,445.11 
4,033.74 


$202,581.76 


$4,465.71 
3,143.70 
2,191.26 
1,474.18 
120.42 


$11,395.27 


$13,151.95 


50,897.26 
6,263.18 


1,488.00 
2,263.82 


39,924.90 
92,875.34 


$206,684.45 


$420,841.48 


By reference to the “average mill-run cost by species,” we 
find that the cost of white pine production was $79,066.80. This 
cost is 39.02 per cent. of its market value at December 31, 1920. 


($79,066.80 + $202,581.76 = 39.02 per cent.) 
Therefore the cost of each grade of white pine is 39.02 per 


cent. of its market value. 


The same method is followed for yellow pine and mixed 


lumber. 


The percentage which cost of yellow pine and mixed 


lumber is of market is 33.89 per cent. and 82.72 per cent, 


respectively. 
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CoMPARISON OF METHODS 


Under the first, second and fourth methods of determining 
costs the following costs per. thousand feet are obtained. 


(1) Average mill-run cost 
All lumber valued at $18.868 per 1000 feet. 
(2) Average mill-run cost by species 


White pine (all grades) .......... $20.772 
Western pine (all grades) ....... 13.307 
Mixed (all other species) ........ 18.267 

(4) Cost allocated to species and grades 
White pine— 

DD onl atte «kines came $51.702 

ee: 3 CUO ic oockss:. ccceee 34.143 
ae " : yéiewau eeu 22.046 
- Pa mon bare meena Rares 15.901 
"= 7. Sate Shag hwiakagiee 10.926 
ar i, na Cala 7.414 

Western pine (yellow pine)— 

ee GF RE pare. 29.484 

are sold and the low grades remain in the inventory, then the 

see 11.862 
=a a ae 9.320 
=. © Gpteedeeeessa eal 
oe ©. insistoteeucnee 5.084 

Mixed— 

White fir: 

SNL san ich anne 4nn0h eee 54.802 
No. 8 and better ............. 29.159 
GE cB ee 18.198 

Cedar: 

EF Oe DO ici cis RR 51.286 
CNR ais chi ions aces 18.612 

Red fir and larch: 

TP Oe SD 5 ink oso. Seu FEY 41.360 
Geers s. se dat ee 11.788 


If the percentage of all grades that was produced is main- 
tained in the inventory either the first or second method may be 
adopted with little or no harm. However, if the better grades 
inventory (if valued by either of these two methods) may exceed 


the market value. 


In the present period of declining prices, the method by which 
inventories are valued is of great importance and the rule of 
“cost or market whichever is lower” should be the basis of 


valuation. 
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A schedule of the market prices at April 30, 1921, will serve 
to emphasize the desirability of allocating costs. 


Market value 


White pine: April 30, 1921 
eR pe rere. $132.50 
SNR. . os aaenen st cacceacwnd 82.50 

2 or "2g cakes puine het aoueee 51.50 
“8 gO ee eae My: 33.75 
a T '. cxaleepeees oie yee emus 19.00 
aa PS gdevcdteteh. vereaacettens 12.00 

Western pine: 

BIND conc ccicccnanscdacvevieache eee 
Ee ee Eee ree, a 
3 . POET ee eee ee 

4 P ads nde ne ko ss ae 
=% “5 Fis Kakiie Went by ce awd cee 

Ey ne or Pale gee 66.25 

White fir: 

BR OPE ee OEP eRe 30.25 
RS ey 2 err 19.00 

Cedar: 

I i oe at Ce 52.00 
er acne ie we adh bon eh 18.50 

Red fir and larch: 
re a ack wale Waa eens 47.00 
oo, oie fol ital nal ach secs: 4; oon ip eect 12.25 


It may be argued that it costs as much to fell, transport and 
saw a log which produces low-grade as one that produces high- 
grade. This is true, but the lumber manufacturer strives to 
produce high-grade and the production of low grades is inci- 
dental thereto. Low-grade lumber may be likened to by-products 
in other lines of business. 


INCOME-TAX RULINGS 

Article 1587 of regulations 45, promulgated January 28, 1921, 
reads as follows: 

1. Because of the impracticability of determining accurately the costs 
properly assignable to each species, grade and dimension of lumber making 
up the product of the mill, lumber manufacturers may use as a basis for 
pricing inventories the average cost to the manufacturer of producing the 
inventoried products during the taxable year for which the return of net 
income is made. 

2. If the quantity of lumber on hand at the time of inventory is greater 
than the total quantity of lumber produced during the current taxable year, 
it is evident that the excess stock has been carried over from the previous 
year’s production, and such excess shall be valued at the average cost of 
production for the preceding taxable year. 
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3. A taxpayer who regularly allocates in his books of account such aver- 
age cost to the different kinds and grades of lumber in proportion to the 
selling value of such kinds and grades may, subject in each case to the 
approval of the commissioner upon audit of the return, make his returns of 
net income on that basis. 

4, The term “lumber manufacturer” as used in this article means a person 
who manufactures lumber from logs, as distinguished from a remanufac- 
turer of lumber. 

Article 1584, relative to goods in process of manufacture, 
reads in part as follows: 

. . Goods in process of manufacture may be valued for purposes of 
the inventory on the lowest of the following bases: (1) the replacement 
or reproduction cost prevailing at the date of the inventory; or (2) the 
proper proportionate part of the actual finished cost; or, under abnormal 
conditions, (3) the proper proportionate part of the sales price of the 
finished product, account being taken in all cases of the proportionate part 
of the total cost of basic elements (materials, labor and burden) represented 
in such goods in process of manufacture at the stages at which they are 
found on the date of the inventory... . 


This ruling has a great bearing on the value of logs on hand 
and in process of manufacture. 

If lumber is generally shipped in the rough, as it comes from 
the sawmill, it will be a finished product. However, if the rough 
lumber is generally surfaced, resawed or cut into match blocks, 
or if any further process is performed before shipment, it is 
“goods in process of manufacture,” and not “finished goods.” 
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Aids to Management of Stock-brokers’ 
Offices 


By J. Prysze Goopwin 


An advocate of improvement in business methods cannot but 
be impressed with the comparatively slow introduction of scien- 
tific management into stock-brokers’ offices compared with the 
great strides that have been made in this direction in industrial 
fields. 

The large expansion in business brought about by the war 
necessitated improved methods of accounting and reporting, 
making it possible to handle expanded turnovers on dispropor- 
tionate capital with the result that leading industrial organizations 
have had to take a keen and active interest in improved business 
methods affecting the hiring and directing of labor, purchasing 
of materials, methods of manufacture, methods of selling and 
methods of accounting. The functions of the modern controller’s 
office have been perhaps a development of particular prominence 
during that period of trade expansion, enabling concerns through 
the maintenance of better records and improved statistics to 
secure closer alignment of purchases to inventories, of inventories 
to manufacturing requirements and of manufacturing pro- 
grammes to unfilled orders and sales campaigns. 

During the same period there has been a large expansion of 
capital, new organizations have been formed and stock under- 
writings floated. While it has been the practice of financiers to 
demand of industrials in conjunction with flotation of securities, 
balance-sheets, profit-and-loss accounts, earning statements, manu- 
facturing costs and other statistics in great detail and drawn up 
in the most scientific form, it is doubted whether bankers and 
brokers themselves have profited by this experience and whether 
they have shown the same marked improvement in their own 
methods of internal management and accounting as has been 
going on in industrial fields. 

Surveys of operating methods by industrial engineers and 
independent audits of accounts of stock-brokers’ offices appear 
still to be sporadic rather than periodical, and as for the prepara- 
tion of monthly comparative balance-sheets reflecting fluctuations 
in assets and liabilities and of earnings statements drawn up 
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scientifically to show comparative costs and operating results by 
departments, the brokerage offices that have developed their 
accounting systems to this point of perfection would appear to 
be limited to the leading firms. 

In a business surrounded by great hazards, periodical and 
indepertdent audits, protective systems of control and the prepara- 
tion of statements and reports such as are prepared by controllers’ 
offices in commercial concerns, would appear to be essential for 
the protection of customers, their employees and the brokers them- 
selves, and to the lack of such safeguards can be attributed in 
some measure many defalcations and some failures. 

On the other hand, surveys made for the development of 
scientific accounting and scientific management can be expected 
to and have induced some large firms to improve and change their 
operating methods to meet changes in conditions that are taking 
place in this transition period, while independent audits have the 
natural result of improving relations with bankers and inspiring 
customers’ confidence, all of which assist in brokerage business 
development. 


These comments must not be considered as reflecting on busi- 
ness integrity for it is doubted whether there be any calling in 
which so high a standard of business honor and business ethics is 
exercised as that among members of the New York Stock 
Exchange. Improved methods of accounting and reporting and 
independent audits, however, recommend themselves as matters 
of ordinary business prudence, especially where the liability is 
individual and personal. 

While bookkeeping systems of stock-brokers’ offices are gen- 
erally good, there appears to be lacking in most offices a set of 
reports scientifically drawn to reflect the physical condition of 
the business at any given time and also the operating progress 
from month to month. 

To furnish the information desired by executives, namely, 
the partners, the writer recommends as a result of his experience, 
the following monthly reports, viz. : 


Exhibit (a) Comparative balance-sheet 

Exhibit (b) Comparative statement of commissions 
Exhibit (c) Comparative profit-and-loss account 
Exhibit (d) Comparative statement of investments 
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Referring to these in order: 
Comparative Balance-sheet (Exhibit A) 

The comparative balance-sheet is furnished with analytical 
columns to show the book value of the assets and liabilities at the 
end of the current and of the previous month and the changes 
that have taken place therein during the month. Reference to 
this exhibit will show that both the assets and liabilities have been 
grouped according to their liquid condition, enabling a ready com- 
parison to be made of the finances of the firm from a liquidation 
standpoint. Comparison of the figures relating to assets shows 
how the firm’s own and its borrowed capital is invested in bank 
balances, accounts receivable, including customers’ debit balances 
and investments ; and comparison of these figures in relation to one 
another and to those of the previous month shows what changes 
have been effected during the period. In an era either of inflation 
or of deflation these comparative figures indicate relative progress 
made in either direction, which is invaluable information to broker- 
age executives. 

In the lower section of the statement is shown the firm’s lia- 
bilities grouped according to accounts payable, including cus- 
tomers’ credit balances, loans, and partners’ capital, and the same 
relative comparison of these figures with those of the previous 
month showing the increases and decreases are, in periods of 
inflation or deflation, of importance to the partners’ furnishing a 
guide to executive policy such as the desirability of adjusting 
margins or interest rates charged on customers’ accounts. 

The important subject of equities is not introduced into this 
monthly balance-sheet to avoid delay in preparation, the pricing 
and extending of collateral involving a large amount of detail 
work. Equities on investments are shown in the separate schedule 
dealing with that subject and it is the writer’s experience that 
margins on customers’ accounts, equities on loans and the box 
count can be handled better on separate reports. Ascertainment 
of margins against customers’ debit balances is, of course, a mat- 
ter of daily and perhaps hourly necessity and a statement of ac- 
counts below margin requirements should at all times be before 
the executives. 
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Exhibit A 
COMPARATIVE BALANCE-SHEET 
At and previous month 
Current month Previous Increase 
ASSETS DETAIL Tora. month decrease (Red) 
Cash af We a ne eee ivan 
Cash & states GR BOGE. o5 osc oy ee oe eee 
Total 2 ae Oe D Oa > eee 
Accounts receivable 
Comet ees oS. ks ee eae 
Resieeted GUE cocicees OO Ve ee 
Partners accounts ........ + 'b'= RRR 
Failures to deliver SE a oe oe 4 eee eee 


Leanne = os ee (Red) oo CRP ia (Red) 


We Re Se kees se 
Stocks borrowed Odea! Sees peer de 
Investment ee i“‘(‘(‘“‘( NL ee bene. ceeelons eee 
Deferred charges <canhaes:. ~ eee 








Tee pees i ES OR eae ee 








LIABILITIES 
Accounts payable 
Customers’ accounts ........ RS OES gee Naa pte em 
Emolotes qeeemnts ....0:.655 0 eS eee eee 
Partners’ accounts ........ o iseeed Be Reha 
Peseen Cn. acc OS ae ee 


Total RN ar + vl etkeames + gies 
Investuaemia ahhert, 6. ti(‘“( CCl eee eee OU ee 
Sie mee ee ete ee beet 
ces eG oegne "a oaeaeee svete Ves 
Dividend accounts nos nesee oo abe ae ene Mees 








Total liabilities SaWsebce sw veng ewe aeleaee 
Partisans sees ee Oe (04 sdeatel tia 
Prolite 0 Gite OO eee A eee 


SO =e ei ae ics evdew. eee 











Comparative Statement of Commissions (Exhibit B) 

The comparative statement of commissions shows in compara- 
tive form for the period of the year to date and for the corre- 
sponding period of the previous year the total volume of shares 
dealt in on the stock exchanges and the relative increase or de- 
crease—also the corresponding figures of commissions earned by 
the various offices of the brokerage house. The business being 
one subject to wide fluctuations, comparisons made between com- 
missions earned in one year and another do not furnish relative 
guides as to the operating ability of the organization. If, how- 
ever, the fluctuations in the volume of commissions earned in 
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each office be compared with the fluctuations in volume of shares | 
dealt in on the local exchange, a comparison of percentages of 
increase or decrease will show to partners whether or not their 
organization is maintaining its relative position with their com- 
petitors, the value of which information needs no argument. 



































Exhibit B { 
COMPARATIVE STATEMENT OF COMMISSIONS { 
For months ended 
% on 
Current yr. Previousyr. Increase prev. 
Source to date todate decr.(Red) yea 
Shares New York stockenchamge ....6¢.. 0 «— seccccce ss ev ovees ve 
Shares Chicagoexchange  _........ Ee ries A a ‘es j 
Shares Cincinnatiexchange ........ Sadia’ > euanaeeae ied ; 
Correspondents _ 
heer. ce ena  Canbie 
| 3 ee ee es 
Sp cathe eer. ken OT ieee cet: shen une’ >a 
ee eC iskeckie’ — saddces*. dees 
Branch offices 
Be ti ln TR ie a I a lak i il 
;} ey ng ms eal ean 
Bee cate eh Se 8 TR abana oo 


ee PO or Pe rea 








Head office 
New York commissions __......... ixaseciiaen teed 
ee. S| yeas  "- ge eeeelee | nee ai 
Cincinnati commissions scckphhe - “cavtae. ieee ee 3 


arene) ee A chalet ae 

















RE me ie ae Ry A ED 














Comparative Profit-and-Loss Account (Exhibit C) 

The comparative profit-and-loss account shows in columnar 
form comparative income, expenditure and profits for the expired 
months of the year to date compared with the corresponding 
period of the previous year, the increase or decrease and the 
percentage thereof. ; 

The income, in this statement, is divided according to depart- : 
ments, and against each department’s earnings are charged those 
expenses which are peculiar to the department, thereby enabling 
department profits and the percentage of same compared to de- 
partment gross income to be determined by departments. Com- 
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parison of these percentages showing how much of the earnings 
of each department is conserved and represents department profit 
is found to be invaluable to executives, drawing attention to 
opportunities for increasing departmental earnings or reducing 
department costs, just as is indicated by controllers’ reports, and 
is done in industrial fields. 

Referring to the lower half of the statement—expenses have 
been classified according to those which are normal and general 
to all departments, namely, office salaries and expenses, and those 
which are of a fluctuating or miscellaneous nature classified as 
miscellaneous expenses. 

By use of the same classification of both income and expen- 
diture from month to month and year to year relative percentages 
of profits and expenses indicate opportunities for increasing earn- 
ings and reducing operating costs, according to changes in funda- 
mental conditions. 


Exhibit C 
COMPARATIVE PROFIT AND LOSS ACCOUNT 
For months ended 19 and 19 
1921 Increase % on 
INCOME DETAIL Tora 1920 decrease 1920 
Stock department 
Comma eee OS ee eee 
Less salaries and expenses ...... =... se SMe Spee PRS: 





Pam OS SES Yee eee 
% on income is ‘3 7a 








Investment department 
Profits less losses wees) kettle tne 
Less sulesies aml Giptees «0.5. 0 ae Fae 


WU a ig a ee 
% on income a ig ee 











Trading department 
Profits less losses ieeess SAS eee eee 
Lamp Gee SU GNNNN 65.065 | 5 ie Se 


Profit idasto eek age teva 
% on income i Nr sii 











Interest 
mene bs, eae | A ee eee 
Se ee 


PO ow hd ok SEE. Cee eee eee 
% of income ate “a a 











Tetsbdepnetmant geile = --. . eo vhsee? ic eee eee 
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For months ended 19 and 19 
1921 Increase %on 
EXPENDITURE DETAIL TOTAL 1920 decrease 1920 
Office salaries and expenses 
as ee ey OS a ae 
rte a Sowden 
Postage eS ee ae ee 


Stationery Stems che = ee ee 


Total ea . ey ne 


Miscellaneous expenses 
Advertising 
Donations 
Auditing ceo oe 
I nyt 'D Ss Sad in lutle wie 


eA A See 








ee Ol ee needed 














Net profit to date BT Oem Oe ikea 
Deduct partners’ salaries ey ree 








eee eee eee 











Comparative Statement of Investments (Exhibit D) 


The comparative statement of investments contains a com- 
plete list of the firm’s investments showing in comparative form 
their book and market value and the book profit or loss on each. 

In the last few years there has been a tendency on the part 
of stock-brokers to expand into the investment or bond field, and 
while the methods and principles of doing business differ materi- 
ally from those of the commission business, this has perhaps 
not been thoroughly appreciated by some of the houses which 
have ventured into it until they have come to take inventory of 
their investments. These inventories perhaps have disclosed se- 
curities remaining unsold for long periods and carried at unprofit- 
able rates of interest from which the market has been allowed to 
slip away, allowing the securities to be marketed only at a loss. 
The comparative statement of investments is intended to keep 
partners informed from month to month and at more frequent 
intervals, if required, how and to what extent the capital of the 
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firm is being absorbed in the investment department and the 
condition of those investments compared with their current 
market value and present financial outlook. All this is found to 
tend to increase turnover and disclose losses before opportunities 
for cutting them have expired. 

Exhibit D 


COMPARATIVE STATEMENT OF INVESTMENTS AT —— 
Book Market Book 
Shares Security Price Amount Price Amount Profit Loss 


eceese 8 =—20 eh = §6—OG648S0—6l6lUlC<COCC ORS USES SCG-”6—6UC<t«C 6 6CURLLUL ee 


tistics of aid to partners and executives in this business and those 
submitted are subject to amplification and modification to meet 
special conditions, but they are intended to be illustrative only of 
general principles and fundamentals and to arouse interest in 
the subject with a view to improvement in business methods of 
stock-brokers’ offices for the benefit of themselves, their cus- 
tomers and their employees. 
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EDITORIAL 
Displacing the Auditor 


Many pages have been written and many volumes could 
be written concerning the advantages of British law and prac- 
tice in regard to corporation audit. The American conditions 
are inferior, as everyone familiar with the English companies act 
must admit. The chief reasons are doubtless the greater age 
of the accounting profession in Great Britain and the conse- 
quently wider recognition given to the importance of the account- 
ant’s services. But if the reason is obvious, so is the condition; 
and the truth is that there are many undesirable factors here 
which have done and are doing serious harm to the accountant 
and even more serious harm to the business and investing public. 

A great change has come over the public conscience and com- 
prehension in regard to business ethics. Most men of affairs 
to-day understand that the accountant is the best liaison officer 
between investor and investment and there is a constantly increas- 
ing tendency to call upon the impartial accountant to state facts 
for the benefit of the pubiic at large. But we are still a long way 
short of the developments which have been effective in Great 
Britain since 1908 and even before that year in which the com- 
panies act in its latest form was passed. 

Take, for example, that clause of the law which requires the 
election of auditors at the annual meeting of stockholders. The 
English or Scottish investor has a salutary way of turning up at 
annual meetings and taking part in the proceedings; and accord- 
ingly an election of auditors is not always the perfunctory matter 
which it would be if all was cut and dried in advance. Here the 
owner of stock, unless he be a director, may not know even the 
date and place of the meeting. If a notice is sent him it often 
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finds its way speedily to a waste-basket with the circulars and 
solicitations of the day’s mail. 

The cause of his indifference is the knowledge that the meet- 
ing will probably be a farce anyway. The controlling interests 
will smother anything that savors of initiative. So he stays at 
home or in his own office and lets the corporation run itself. The 
appointment or election of an auditor is of little apparent interest 
to him. The directors will arrange all that. 

But suppose we had a federal law containing the provisions 
of the English act; suppose it were compulsory that auditors be 
elected rather than appointed; suppose the electors were the 
owners of the property, not merely the managers; suppose the 
public were to awake to the virtue there is in studying properly 
prepared reports of financial condition—would not the fiscal 
health of all industry be much strengthened thereby ? 

Is all that we have written so obvious as to be trite? We wish 
it were. It is not, however. The people seldom give such matters 
a thought. But what we have written is merely to open the way 
for another factor in the case even less familiar to the business 
man than are those which we have mentioned. 

For many years there has been a growing tendency to solicit 
accounting engagements. At times it must appear to the pessimist 
that all the world has gone awhoring after strange gods. It seems 
as though there was no profession left—it was altogether become 
commercial. Of course, that is not true. There really are in- 
creasingly great numbers of men in every profession who have 
the proper esprit de corps. Hundreds of accountants refuse 
absolutely to be seduced. 

But the errant ones are so vociferous and many that they 
overcrow the rest, and the pessimist may be pardoned for his 
pessimism. 

We have no means of finding out all that was in the minds 
of those who drafted the English companies act; but sometimes 
we wonder if there was a fear lest accountancy should be debased, 
for we find in the law a provision which is certainly discouraging 
to competitive activity—and that, of course, is the underlying 
cause of all the clamorous and despicable blowing of the trumpet 
by circular and advertisement. 

Under the practice here, the president or the board of direc- 
tors may change auditors without warning. A graceless extoller 
of himself may be called in to sign the report a better man re- 
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fused to approve. A rate cutter may be dragged in to save a fee. 
Any change may be made without notice. And the consequence 
is that the competitive accountant always has an inducement to 
mischief and to derogation of the profession. We venture to think 
that the following clauses from the British law must act as a 
deterrent to those who would otherwise be untrue to the standard. 

A person, other than a retiring auditor, shall not be capable of being 
appointed auditor at an annual general meeting unless notice of an intention 
to nominate that person to the office of auditor has been given by a share- 
holder to the company not less than fourteen days before the annual general 
meeting, and the company shall send a copy of any such notice to the retiring 
auditor, and shall give notice thereof to the shareholders, either by adver- 
tisement or in any other mode allowed by the articles, not less than seven 
days before the annual general meeting: 

Provided that if, after notice of the intention to nominate an auditor has 
been so given, an annual general meeting is called for a date fourteen days 
or less after the notice has been given, the notice, though not given within 
the time required by this provision, shall be deemed to have been properly 
given for the purposes thereof, and the notice to be sent or given by the 
company may, instead of being sent or given within the time required by 
this provision, be sent or given at the same time as the notice of the annual 
general meeting. 

Naturally there is as much rivalry among professional men in 
Britain as there is here. Everyone wants to succeed. We doubt 
not there is many an auditing engagement sought and obtained 
at the cricket club or on the golf course—as there is many a 
client won for a legal practitioner by the way of friendship and 
social intercourse. And there is no doubt at all that many of our 
British brethren forgot the restraints which formerly held them 
when they came to this country. But notwithstanding all these 
things it is true that circularizing, soliciting in its most objec- 
tionable forms, advertising and many of the catch-penny devices 
which are a profound shame here to-day are at least discouraged 
if not altogether avoided under a law which calls for due notice 


and publication before the displacement of an auditor. 





The National Budget 


The adoption of the budget system by the United States is 
one of the most important steps taken in many years toward im- 
proving the conduct of our governmental business. The vigorous 
manner in which the present administration has taken hold of 
the organization of the budget system promises well for effective 
results and every rightminded citizen will approve the effort thus 
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begun. There are limitations upon the conduct of governmental 
affairs, some of which can be removed, while others are perhaps 
unavoidable. 

One limitation might be removed, or at least modified, through 
a readjustment of salaries. Generally speaking, salaries in the 
lower ranks of government employees compare favorably with 
those paid for similar services in private business. On the other 
hand, officers and employees who carry heavy responsibilities are 
frequently underpaid, in some cases, lamentably so. One result 
is a labor turnover that is little short of appalling, and which 
tends to leave in the government offices the men of lesser ability. 
If we are ever to have reasonably satisfactory conduct of public 
business, congress must realize that on the present salary basis, 
the government cannot successfully compete with private business 
in the employment of brains. The adoption of a budget may be 
helpful in showing the need for adequate salaries for responsible 
positions. 

The results that will be obtained from the adoption of a 
budget system must depend in a large measure upon the energy, 
tact and ability of the comptroller-general, and in this connection 
it is regrettable that the president was unable to secure for this 
important appointment an accountant whose record would give 
adequate assurance of the highest ability in the conduct of this 
office. It is unfortunate that the government was unable to in- 
duce one of the leading members of the Institute to accept the 
appointment, even though a financial sacrifice was involved. The 
present incumbent is, however, entitled to every consideration in 
the difficult task which he faces, and it is to be hoped that he will 
prove able to measure up to the responsibilities of his office. 
Accountants in particular will follow his work with sympathetic 
interest, and we are sure they will maintain toward him a spirit 
of appreciation and codperation. 
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Comparative Statement of Investments (Exhibit D) 


The comparative statement of investments contains a com- 
plete list of the firm’s investments showing in comparative form 
their book and market value and the book profit or loss on each. 

In the last few years there has been a tendency on the part 
of stock-brokers to expand into the investment or bond field, and 
while the methods and principles of doing business differ materi- 
ally from those of the commission business, this has perhaps 
not been thoroughly appreciated by some of the houses which 
have ventured into it until they have come to take inventory of 
their investments. These inventories perhaps have disclosed se- 
curities remaining unsold for long periods and carried at unprofit- 
able rates of interest from which the market has been allowed to 
slip away, allowing the securities to be marketed only at a loss. 
The comparative statement of investments is intended to keep 
partners informed from month to month and at more frequent 
intervals, if required, how and to what extent the capital of the 
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firm is being absorbed in the investment department and the 
condition of those investments compared with their current 
market value and present financial outlook. All this is found to 
tend to increase turnover and disclose losses before opportunities 
for cutting them have expired. 


Exhibit D 
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tistics of aid to partners and executives in this business and those 
submitted are subject to amplification and modification to meet 
special conditions, but they are intended to be illustrative only of 
general principles and fundamentals and to arouse interest in 
the subject with a view to improvement in business methods of 
stock-brokers’ offices for the benefit of themselves, their cus- 
tomers and their employees. 
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EDITORIAL 


Displacing the Auditor 


Many pages have been written and many volumes could 
be written concerning the advantages of British law and prac- 
tice in regard to corporation audit. The American conditions 
are inferior, as everyone familiar with the English companies act 
must admit. The chief reasons are doubtless the greater age 
of the accounting profession in Great Britain and the conse- 
quently wider recognition given to the importance of the account- 
ant’s services. But if the reason is obvious, so is the condition; 
and the truth is that there are many undesirable factors here 
which have done and are doing serious harm to the accountant 
and even more serious harm to the business and investing public. 

A great change has come over the public conscience and com- 
prehension in regard to business ethics. Most men of affairs 
to-day understand that the accountant is the best liaison officer 
between investor and investment and there is a constantly increas- 
ing tendency to call upon the impartial accountant to state facts 
for the benefit of the public at large. But we are still a long way 
short of the developments which have been effective in Great 
Britain since 1908 and even before that year in which the com- 
panies act in its latest form was passed. 

Take, for example, that clause of the law which requires the 
election of auditors at the annual meeting of stockholders. The 
English or Scottish investor has a salutary way of turning up at 
annual meetings and taking part in the proceedings; and accord- 
ingly an election of auditors is not always the perfunctory matter 
which it would be if all was cut and dried in advance. Here the 
owner of stock, unless he be a director, may not know even the 
date and place of the meeting. If a notice is sent him it often 
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finds its way speedily to a waste-basket with the circulars and 
solicitations of the day’s mail. 

The cause of his indifference is the knowledge that the meet- 
ing will probably be a farce anyway. The controlling interests 
will smother anything that savors of initiative. So he stays at 
home or in his own office and lets the corporation run itself. The 
appointment or election of an auditor is of little apparent interest 
to him. The directors will arrange all that. 

But suppose we had a federal law containing the provisions 
of the English act; suppose it were compulsory that auditors be 
elected rather than appointed; suppose the electors were the 
owners of the property, not merely the managers; suppose the 
public were to awake to the virtue there is in studying properly 
prepared reports of financial condition—would not the fiscal 
health of all industry be much strengthened thereby? 

Is all that we have written so obvious as to be trite? We wish 
it were. It is not, however. The people seldom give such matters 
a thought. But what we have written is merely to open the way 
for another factor in the case even less familiar to the business 
man than are those which we have mentioned. 

For many years there has been a growing tendency to solicit 
accounting engagements. At times it must appear to the pessimist 
that all the world has gone awhoring after strange gods. It seems 
as though there was no profession left—it was altogether become 
commercial. Of course, that is not true. There really are in- 
creasingly great numbers of men in every profession who have 
the proper esprit de corps. Hundreds of accountants refuse 
absolutely to be seduced. 

But the errant ones are so vociferous and many that they 
overcrow the rest, and the pessimist may be pardoned for his 
pessimism. 

We have no means of finding out all that was in the minds 
of those who drafted the English companies act; but sometimes 
we wonder if there was a fear lest accountancy should be debased, 
for we find in the law a provision which is certainly discouraging 
to competitive activity—and that, of course, is the underlying 
cause of all the clamorous and despicable blowing of the trumpet 
by circular and advertisement. 

Under the practice here, the president or the board of direc- 
tors may change auditors without warning. A graceless extoller 
of himself may be called in to sign the report a better man re- 
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fused to approve. A rate cutter may be dragged in to save a fee. 
Any change may be made without notice. And the consequence 
is that the competitive accountant always has an inducement to 
mischief and to derogation of the profession. We venture to think 
that the following clauses from the British law must act as a 
deterrent to those who would otherwise be untrue to the standard. 

A person, other than a retiring auditor, shall not be capable of being 
appointed auditor at an annual general meeting unless notice of an intention 
to nominate that person to the office of auditor has been oe by a share- 
holder to the company not less than fourteen days before the annual general 
meeting, and the company shall send a copy of any such notice to the retiring 
auditor, and shall give notice thereof to the shareholders, either by adver- 
tisement or in any other mode allowed by the articles, not less than seven 
days before the annual general meeting: 


Provided that if, after notice of the intention to nominate an auditor has 
been so given, an annual general meeting is called for a date fourteen days 
or less after the notice has been given, the notice, though not given within 
the time required by this provision, shall be deemed to have been properly 
given for the purposes thereof, and the notice to be sent or given by the 
company may, instead of being sent or given within the time required by 
this provision, be sent or given at the same time as the notice of the annual 
general meeting. 

Naturally there is as much rivalry among professional men in 
Britain as there is here. Everyone wants to succeed. We doubt 
not there is many an auditing engagement sought and obtained 
at the cricket club or on the golf course—as there is many a 
client won for a legal practitioner by the way of friendship and 
social intercourse. And there is no doubt at all that many of our 
British brethren forgot the restraints which formerly held them 
when they came to this country. But notwithstanding all these 
things it is true that circularizing, soliciting in its most objec- 
tionable forms, advertising and many of the catch-penny devices 
which are a profound shame here to-day are at least discouraged 
if not altogether avoided under a law which calls for due notice 


and publication before the displacement of an auditor. 





The National Budget 


The adoption of the budget system by the United States is 
one of the most important steps taken in many years toward im- 
proving the conduct of our governmental business. The vigorous 
manner in which the present administration has taken hold of 
the organization of the budget system promises well for effective 
results and every rightminded citizen will approve the effort thus 
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begun. There are limitations upon the conduct of governmental 
affairs, some of which can be removed, while others are perhaps 
unavoidable. 

One limitation might be removed, or at least modified, through 
a readjustment of salaries. Generally speaking, salaries in the 
lower ranks of government employees compare favorably with 
those paid for similar services in private business. On the other 
hand, officers and employees who carry heavy responsibilities are 
frequently underpaid, in some cases, lamentably so. One result 
is a labor turnover that is little short of appalling, and which 
tends to leave in the government offices the men of lesser ability. 
If we are ever to have reasonably satisfactory conduct of public 
business, congress must realize that on the present salary basis, 
the government cannot successfully compete with private business 
in the employment of brains. The adoption of a budget may be 
helpful in showing the need for adequate salaries for responsible 
positions. : 

The results that will be obtained from the adoption of a 
budget system must depend in a large measure upon the energy, 
tact and ability of the comptroller-general, and in this connection 
it is regrettable that the president was unable to secure for this 
important appointment an accountant whose record would give 
adequate assurance of the highest ability in the conduct of this 
office. It is unfortunate that the government was unable to in- 
duce one of the leading members of the Institute to accept the 
appointment, even though a financial sacrifice was involved. The 
present incumbent is, however, entitled to every consideration in 
the difficult task which he faces, and it is to be hoped that he will 
prove able to measure up to the responsibilities of his office. 
Accountants in particular will follow his work with sympathetic 
interest, and we are sure they will maintain toward him a spirit 
of appreciation and codperation. 
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Income-tax Department 


Epirep By STEFHEN G. Rusk 


The decision of the United District Court for the Eastern District of 
Missouri in the case of Holbrook v. Moore, in view of all the facts recited 
seems to be logical and just. The decision is somewhat similar to that given 
in the case of Jackson v. Smietanka (Treasury decision 3159, published in 
the June issue of THe JouRNAL oF AccouNTANCY). It involves a matter of 
additional salary being given an officer of a corporation for services ren- 
dered in a number of previous years, and the returning of the said additional 
compensation as taxable income in the year when actually determined. The 
taxpayer having overdrawn his account each year for a number of years 
and having been granted in 1918 a substantial portion of said overdraft as 
extra compensation sought to pro rate the additional amount as income over 
the years in which the services were rendered. This was denied to him and 
the total additional compensation was ruled to be taxable income in the 
year 1918. 

Exempt corporations are treated of in treasury decision 3164. This 
decision sets out clearly that which the regulations have as clearly indi- 
cated, that a corporation organized for profit, though its activities be that of 
an educational character, is not exempt from federal income and profits 
taxes. 

It is interesting to note that in this case the taxpayer seeks to deduct 
from taxable income the cost of furniture and fixtures, buildings and “other 
necessary improvements.” It seems strange, at this late day, that anyone 
should expect to deduct items of the kind named. 


(T. D. 3161.) 
Income tax—Act of October 3, 1913—Decision of court. 


1. INCOME—ADDITIONAL SALARY OF OFFICER OF CORPORATION, SUBSEQUENTLY 
AUTHORIZED, OFFSET BY OVERDRAFTS ALREADY MADE. 


Where, relying on the unofficial promises of a majority of the board of 
directors that additional salary would be voted him for past years, the 
president of a corporation overdrew his account with the corporation, addi- 
tional salary, subsequently voted, was income to him for the year in which 
the amount thereof was finally settled upon and segregated by an order of 
the board, although he had actually received and spent the money, as over- 
drafts, prior to that year. 


2. Same—INVALIDITY oF Vote oF ApDITIONAL SALARY—EstToppEeL BY IN- 
COME-TAX RETURN. 

Where the corporation deducted the additional salary of the president 
when it made its income-tax return, the validity of the order of the board 
granting such additional salary can not be questioned, although such presi- 
dent’s vote as director of the corporation was necessary to pass the order, 
and the minority directors and the stockholders have never acquiesced 
therein. 

TREASURY DEPARTMENT, 
Orrice or COMMISSIONER OF INTERNAL REVENUE, 


Washington, D.C. 
132 























Income-tax Department 








To collectors of internal revenue and others concerned: 


The appended decision of the United States district court for the eastern 
district of Missouri, dated February 8, 1921, in the case of W. J. Holbrook 
v. George H. Moore, collector, is published for the information of internal- 
revenue officers and others concerned. 

M. F. West, 


Acting Commissioner of Internal Revenue. 
Approved May 3, 1921: 


A. W. MELLon, 
Secretary of the Treasury. 





Unitep States District Court rok THE Eastern District or Missouri. 
No. 5161. 


W. J. Holbrook, plaintiff, v. George H. Moore, collector, defendant. 
Submitted to the court sitting as jury, on an agreed statement of facts. 


[Decided Feb. 8, 1921.] 


Oral opinion of the court: This case was submitted to the court sitting 
as a jury, and a jury being specially waived in writing, the court heard the 
testimony and the arguments of counsel, and has since considered the briefs 
filed on both sides. 

The facts are somewhat unique, and I confess just a little difficulty with 
the case. Plaintiff is president of a real-estate company doing business here 
in the city of St. Louis. He is also, of course, a director in that company. 
He and two others of the directors (of whom there are five in all) made 
the orders and passed the resolutions to which I shall hereafter refer. The 
remaining two directors had nothing to do with these orders and resolutions. 

Plaintiff and the two directors having to do with the resolution that I 
shall mention owned 75 per cent. of the capital stock; 25 per cent. is in the 
hands of other stockholders, presumably in the hands, among others, of 
the two directors not taking part in the orders and resolutions to which I 
have before referred. 

In the years preceding March 1, 1913, the date at which the income-tax 
act took effect, that is, the act of October 3, 1913, plaintiff was the active 
manager of the corporation of which he is director and president. The 
affairs of his corporation seem to have been very successful and profitable. 
It was deemed by plaintiff and two of the directors that his services for the 
years 1909, 1910, 1911, and 1912 were such as reasonably to entitle him to 
additional compensation to that allowed him by the rules and by-laws of 
the board of directors. No agreement as to the amount of that compensa- 
tion was ever arrived at by anybody up until December, 1913. 

Plaintiff relying, as he says, upon the promise of two directors, became 
indebted to the company, and this indebtedness was carried on the books of 
the company as overdrafts. These overdrafts of plaintiff amounted in 
December, 1913, to about $70,000. In this month and year (plaintiff and two 
other directors concurring) plaintiff was allowed a credit upon the books of 
the company for $50,000, leaving the plaintiff owing the company at that 
time $20,000 on his overdrafts. Although seven years have passed, neither 
the other two directors, nor the stockholders, have ever affirmatively acqui- 
esced in this allowance, although plaintiff was given credit for it upon the 
books of the mguey in December, 1913, in the sum that I have heretofore 
stated—$50,000 

In the year 1918 the Holbrock-Blackwelder Real Estate Trust Co. (I 
believe this is the exact style of it) made out its return as it was required 
to do by the law then in force, as a basis of assessment against it of an 
income tax for the year 1913. It may have been, perhaps, in January, 1914, 
but that cuts no figure in the case. In this return it took credit for the 
$50,000 that it had allowed to plaintiff on its books, as an expense. It is 
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true that it happened, fortuitously, that the company during the year 1913 
had lost $76,000, so that it had to pay no income tax at all. It would not 
have had to pay it in any event. 

Upon this $50,000 so carried to the credit of plaintiff upon the books of 
his company in 1913, the defendant assessed against him an income tax 
amounting to, I believe, $990.36. This tax the plaintiff paid. After the 
usual procedure, he brought suit against the defendant, Moore, in order to 
secure a refund. The question is whether this tax was correctly or incor- 
rectly assessed against him under the law then in force. I have reached 
the conclusion that it was. 

Up until December, 1913, and on the 28th of the month, I believe, there 
had never been an ascertainment of the amount that plaintiff should have 
from the company as additional compensation; that matter was left unde- 
termined. It is true that he had gotten the money and had spent it in the 
years preceding the taking effect of the income-tax act of October, 1913. 
Upon the books of the company he owed it overdrafts not only for the 
$50,000, but for an amount largely in excess of that sum. Up to that time 
he had never gotten it and it was not certain that he ever would get it. 
But at this time the credit to come to him was finally settled upon and 
segregated by an order of the board. It may be said, since only two mem- 
bers of the board (in addition to plaintiff himself) acquiesced in this, that 
therefore it was no order, and that since the other two directors and the 
stockholders have never to this good day acquiesced in it, that it was no 
order. I take it, that the company is foreclosed by the fact that they took 
credit for it when they made their income-tax return for the year following 
ee at which they passed this credit to plaintiff upon the corporation’s 
books. 

I am led to the conclusion that I have reached largely by the case of 
Jackson v. Smietanka (267 Fed., 932), a case recently decided in Illinois, 
wherein the facts were that Jackson, as receiver for some railroad company, 
was allowed by order of the court, $2,000 per month for a number of years 
prior to the taking effect of the income-tax act of 1918. When a final set- 
tlement came Jackson as receiver was allowed $100,000 additional for his 
services, over and beyond the $2,000 a month that he had been collecting 
theretofore. It was understood throughout the receivership that when the 
same was finally settled he was to be allowed additional compensation. The 
order of the court allowing that additional compensation proportioned that 
allowance over the years 1914, 1915, 1916, and 1917, in practically equal 
amounts. Of course, Jackson contemplated paying an income tax; he con- 
ceded that, but the question the court had before it was whether Jackson 
ought to pay according to the law of 1918, or whether he ought to pay ac- 
cording to the law that was in force in 1914, 1915, and so on. The court 
held that he ought to pay as of the time, and under the law in force at the 
time the final settlement and final allowance was made. 

This Jackson case is the one that I find nearest to the facts in this case. 
As I stated in the beginning, the case is a close and difficult one, but I have 
concluded, both upon the reasoning and under the authority of the Jackson 
case, that the judgment should be for the defendant. It is so ordered. 


(T. D. 3164.) 
Income tax—Revenue act of 1918—Decision of court. 


1. Exempt CoRPORATIONS—EDUCATIONAL INSTITUTIONS, WHERE ProrFits 
INURE TO PRIVATE STOCKHOLDERS. 


A corporation organized for the purpose of conducting a military school 
for profit, the stock of which is owned entirely by the officers, directors, 
and teachers of the institution, is not exempt from income tax as an edu- 
cational institution, no part of the net earnings of which inures to the 
benefit of any private stockholder or individual, within the meaning of sub- 
division 6, section 231, revenue act of 1918. 
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2. Private STOCKHOLDERS OR INDIVIDUALS—OrFICERS, DrRECTORS, AND 
TEACHERS OF Military SCHOOL. 

The term “private” is not used in the statute in contradistinction to 
“official,” whether the latter be used in a military or an institutional sense, 
but as the antonym of “public,” the supposed beneficiary of the benevolent 
activities of an institution devoted exclusively to public betterment; private 
pecuniary profit and gain is the test to be applied, and the officers, directors, 
and teachers of a military school corporation, owning the stock thereof, are 
“private stockholders” within the meaning of the act. 


3. DepucTIONS—FAILURE TO APPEAL TO COMMISSIONER OF INTERNAL 
REVENUE. 


A taxpayer can not claim a deduction in court for the first time, where, 
in its claim for refund filed precedent to bringing suit, it did not claim the 
right to such deduction or assert that it had failed to take it in computing 
net income in its return, or that it had failed to take credit for it, and 
where, consequently, a claim for the deduction was never presented to 
the commissioner of internal revenue for his decision. 


4, Depuctions—EXPENSES—CAPITAL INVESTMENTS—Cost oF NEW 
BuILDINGs. 


No deduction as expenses is allowed by the law in any case in respect 
of any amount paid out for new buildings, or for permanent improvements 
or betterments made to increase the value of any property or estate. 


TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 


Washington, D.C. 
To collectors of internal revenue and others concerned: 


The appended decision of the district court of the United States for 
the western district of Missouri, dated March 23, 1921, in the case of The 
Kemper Military School v. George F. Crutchley, collector, is published for 
the information of internal revenue officers and others concerned. 


M. F. West, 
Acting Commissioner of Internal Revenue. 
Approved May 11, 1921: 


A. W. MELLon, 
Secretary of the Treasury. 


District Court oF THE UNITED STATES FOR THE WESTERN DIVISION OF THE 
WESTERN District oF Missourt. 


The Kemper Military School, plaintiff, v. George F. Crutchley, defendant. 
[Decided Mar. 23, 1921.] 


MEMORANDUM OF FINAL HEARING. 

VAN VALKENBURGH, Judge: The plaintiff in this action seeks to recover 
the sum of $52,166.81 income taxes, with interest and penalty, alleged to 
have been illegally exacted from the plaintiff by the defendant for the year 
1918. The basis of piaintiff’s alleged right to recover the above sum is that 
it is exempt from tax as an educational institution, which was organized 
and operated exclusively for educational purposes, and that no part of its 
net earnings inures to the benefit of any private stockholder or individual. 
This defense is asserted under the following exemptions specifically pro- 
vided by the congress: 

Corporations organized and operated exclusively for religious, char- 
itable, scientific, or educational purposes, or for the prevention of cruelty 
to children or animals, no part of the net earnings of which inures to the 
benefit of any private stockholder or individual. 
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The plaintiff was incorporated June 15, 1909, under the provisions of 
chapter 12, article 9, of the revised statutes of Missouri, 1899, governing the 
formation of private corporations for manufacturing and business purposes. 
This statute appears as article 7 of chapter 33 of the revised statutes of 
1909, concerning private corporations, and deals with corporations organized 
for pecuniary profit and gain. Plaintiff was not organized under the article 
of the same chapter, which deals with benevolent, religious, scientific, edu- 
cational, and miscellaneous associations not intended for pecuniary gain or 
profit. 

The school was originally of individual ownership. For many years 
prior to its incorporation it was owned by Col. T. A. Johnston, now its 
president and principal stockholder. He purchased it originally for approx- 
imately $12,000; since which time large additions and betterments have 
been made until its present total assets are shown to be $348,796.01, its 
liabilities $96,522.88, and its net resources $252,273.13. Its present attend- 
ance totals about 435 pupils. In 1918 and 1919, during war activities, it 
had a few over 500. In 1918 the charge was $600 per pupil for tuition, 
board, and lights. The charge now has been raised to $700. In addition 
thereto it sells to the pupils uniforms and books, upon which it makes a 
profit. 

It receives minor items of income from other sources which do not 
require detailed consideration. 

For the calendar year 1918 its gross income amounted to $205,153.26, of 
which the sum of $5,083.11 was received from sources other than tuition; 
after making statutory deductions the net income remaining amounted to 
$79,788.01. The figures involved are not in dispute except as to some claims 
for deduction to which reference will be hereafter made. 

When the school was incorporated Colonel Johnston transferred the prop- 
erty to the corporation, receiving stock therefor. The remaining shares of 
stock were subscribed for by teachers, and the officers and board of di- 
rectors are made up of such. These teachers paid for their stock out of 
their earnings. A dividend of 6 per cent. has been paid upon all stock 
since the date of the incorporation. 

That the corporation is operated exclusively for educational purposes 
may be conceded. If the law had stopped there and had evidenced the 
purpose of exempting all such, the contention of the government would be 
without merit, but the law further provides that, not only must the corpora- 
tion be organized and operated exclusively for educational purposes, but 
that no part of its net earnings should inure to the benefit of any private 
stockholder or individual. The case of State ex rel J. L. Sillers v. Johnston 
(214 Mo., 656), in which this same school was under discussion, is not in 
point. There the school was exempt under a provision of the state con- 
stitution and statute which exempts from taxation real estate “used exclu- 
sively for schools.” The element of private pecuniary gain was not 
involved; and, furthermore, the construction of a state court upon a state 
constitution or law could not affect a federal statute of different intend- 
ment and uncontrolled by state laws. 

This corporation, while devoted to educational purposes, was confessedly 
organized for private pecuniary profit and gain. Its teachers all receive 
salaries. In addition thereto, they have all, including Colonel Johnston, 
received an annual dividend of 6 per cent. upon their stock since the date 
the corporation was organized. While under the terms of the statute we 
are concerned chiefly with net earnings, nevertheless it may appropriately 
be remarked that the increase in value of the school property inures to the 
stockholders of this business corporation. It might at any time be sold and 
the purchase price divided proportionately to such holdings. Upon ultimate 
dissolution the holders of these shares of stock would receive the proceeds 
of the property, including accumulated income. 

The chief insistence is that because all the shareholders are officers, 
directors, and teachers in the institution they are not “private stockholders 
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or individuals.” This involves a narrowness of definition that can not be 
entertained in view of the obvious purpose and spirit of the act. The dis- 
tinction is not between private and official, whether the latter be used in a 
military or an institutional sense. The word “private” as here used is the 
antonym of “public’—a private stockholder as distinguished from the 
general public—the supposedly beneficiary of the benevolent activities of 
an institution devoted exclusively to public betterment. Private pecuniary 
profit and gain is the test to be applied. This corporation was, and is, 
undeniably organized and operated for that purpose. 

It does not detract, even in small degree, from the merit and worthy 
service of the plaintiff, as a valuable institution of learning, to hold, as we 
must, that it is not exempt from the tax imposed. 

Plaintiff further contends that— 

Even if it were liable to pay said taxes, they should not be collected for 
the year 1918 because it expended in the necessary furniture and fixtures 
the sum of $13,086.68 and for buildings and other necessary improvement 
$81,188.35, amounting in the aggregate to $94,275.03, which amount was 
expended for the upkeep and expansion of the plaintiff's plant and for the 
comforts and necessities of said school. 

To this claim the defendant answers that plaintiff, in its appeal to the 
commissioner of internal revenue in its claim for the abatement of said 
taxes and for refund, never at any time asserted or claimed that it had 
failed to take credit for any deduction in its said return of income for the 
year 1918, which it was entitled to take, in computing its net income for 
that year, under the act of congress, and that said claim was never at any 
time presented by the plaintiff to the commissioner of internal revenue for 
his consideration and decision thereon; further, that in computing its net 
income for the year 1918 plaintiff deducted, in its said return of income 
for said year, a reasonable allowance for the exhaustion, wear, and tear 
of the property used in its trade or business, including a reasonable allow- 
ance for obsolescence. These allegations of the answer are sustained by 
the testimony. The law provides for a reasonable allowance for exhaustion, 
wear and tear, etc., as conceded by defendant, and as claimed by plaintiff 
in its return and allowed by the collector and commissioner. It further 
provides that in computing net income no deduction shall in any case be 
allowed in respect of any amount paid out for new buildings, or for 
permanent improvements or betterments made to increase the value of any 
property or estate. It follows that this claim for deduction, in the sum 
of $94,275.03, or any part thereof, can not be indulged. 

It appearing that the grounds upon which plaintiff relies for recovery 
are untenable, and there being no dispute that the amount of the tax levied 
was correct, if plaintiff's contentions are not sustained, it follows that 
judgment must be entered for the defendant, and it is so ordered. 





Howard F. Farrington announces the opening of offices in the 
Woolworth building, Watertown, New York. 





Arthur Anderson announces the opening of an office in the National 
City building, 42nd street and Madison avenue, New York. 





Mackay, Irons & Co. announce the removal of their office to 165 Broad- 
way, New York, and the admission to partnership of Douglas H. Strachan. 





Clinton H. Montgomery & Co. announce the removal of their offices to 
1100-1107 Bitting building, Wichita, Kansas, and the opening of an office 
at 229 Frisco building, Joplin, Missouri. 
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AMERICAN INSTITUTE OF ACCOUNTANTS 
BOARD OF EXAMINERS 


Note.—In presenting the following solutions to the examination questions of the 
American Institute examination, the editor of this department wishes to caution the 
reader against assuming that these are official solutions. They have not been seen by 
the booed of examiners, still less endorsed by them. 


EXAMINATION IN ACCOUNTING THEORY AND Practice—Panrrt II 
MAY 19, 1921, 1 P.M. to 6 P. M. 
Answer questions I, 2 and 3 and any two other questions: 


1. The trial balance of the Occidental Timber Co., on January 1, 1920, 
was as follows: 


RE hit etc cate miadslalmranais eo Ree $ 2,618.03 
Accounts receivable ................ 21,111.17 
aint ne 5.5 gh oreealiee 5 36,133.32 
Unexpired insurance ............... 559.44 
Plant and equipment .............. 352,109.75 
re avg ma ean 4 bn ee 4 551,539.31 
I nice ons acashod $ 37,011.99 
First mortgage bonds, 6% ......... 212,500.00 
Bond interest accrued—6 months ... 6,375.00 
Oe re 64,471.64 
CE gai vnap ack teh css ened 400,000.00 
EE ats otek Nie tea ew ens dal 243,712.39 





$964,071.02 $964,071.02 








The company, being unable to meet its current obligations, the Western 
Trust Co. was appointed receiver on January 1, 1920. 
The transactions under the receivership for the year following are 
hereby summarized: 
I: 0 Pe), Cs. he vas base ee enact $ 9,646.22 
(Half was bought for cash, less cash discounts, 
and the balance on credit) 


CI ED oooh a ksh nce aedeues ssTeeves 202,972.81 
NE Re er ery perce re ee 4,214.14 
I doa v x vais 2 60 Re Oe ere 326.00 
RTI... 2 s's ccianiend gawd ntaceaminnaenis 585.53 
I. a5 a as + cad Sbeeds Faaaeecdehaed a 4,837.40 
EE, Ce oO Lis MLE. Owe cana ceil ueede 12,000.00 
I oD Wiehdinsesdue nceracehe aires 4 ohh 13,574.10 f 
I hia ar aN eric sichen, miei orate oo aaow eka 1,421.00 


All paid in cash, 
Allowance for stumpage cut amounting to $50,000 was credited to ' 
timber account. Interest on bonds to December 31, 1920, was paid in full 
and the outstanding bonds were reduced to $200,000 December 31, 1920, by 
paying off $12,500 at 101. Sales amounted to $450,000 gross, of which 
$300,000 was received in cash as net payment by customers. 


Freight allowance to customers ................ $ 70,510.00 
I, toe oa er ch ee eee 556.33 
SESS OAT AME CCE OE 500.00 © 
ee ee SO dk. ccnanhecaabae temas 5,000.00 
EY SE, Sct th cs caedn sn webuded dcoeriassase 3,500.00 
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The accounts receivable of January 1, 1920, realized $20,000 net. Pre- 
ferred claims were paid in full. Depreciation of $3,500 was allowed on 
plant and equipment. Unexpired insurance on December 31, 1920, amounted 
to $125. Inventories were $40,000. 

Prepare realization and liquidation account, cash account and balance- 
sheet, December 31, 1920, also receiver’s profit-and-loss account, proving 
the gain shown by the realization and liquidation account and showing all 
the elements making up the net amount. 


t Solution. THE OCCIDENTAL TIMBER COMPANY 
REALIZATION AND LIQUIDATION ACCOUNT 
January 1, 1920, to December 31, 1920 
ASSETS TO BE REALIZED: 





NE I oe ons acne castceccances $352,109.75 
I 5.05 tr cucks ox vaunbabeeaen 551,539.31 
IN sos ods sux Sear dae ems 559.44 
EEE Sti coe nce gn eeadad einen s 36,133.32 
SU CRI a on £55 <n dca ehecwas send 21,111.17 $961,452.99 
ASSETS REQUIRED: 
Accounts receivable (receiver’s sales) ...... 450,000.00 
SUPPLEMENTARY CHARGES: 
I Solis Sic cakensecensacamiene 9,646.22 
ND oo ony -toin.cpin's.c'enenh ulead 202,972.81 
IN re. Tig «ss rwnoXxianavos inceud deus oth dct 4,214.14 
NE ins od nheptneduus o4hs nde eiaeaiedicn 326.00 
NN EE TS EN, eee 585.53 
BO ECT PED 4,837.40 
NS NEE SEES ORE eae Peer 12,000.00 
Sy CHOU. i. oo as 5 0s pede ees beesses 13,574.10 
ME Barve ak en es CALS ren css HK 1,421.00 
Interest on bonds—1920 ................... 12,750.00 
Premium on bonds paid—1% on $12,500 .... 125.00 
Freight allowance to customers ............. 70,510.00 


TS ESR SE IPR ee a ae 556.33 333,518.53 


LIABILITIES LIQUIDATED: 
Interest on bonds, accrued at Jan. 1, 1920 .. 6,375.00 


First mortgage bonds, 6% ..............4.5. 12,500.00 
i TD tA cubs cue aso ueevas 37,011.99 55,886.99 
LIABILITIES NOT LIQUIDATED: 
First mortgage bonds, 6% ...............-. 200,000.00 
Unsecured creditors—prior to Jan. 1, 1920 .. 64,471.64 
Accounts payable—receiver’s log purchases .. 4,823.11 269,294.75 
I OI ss. 5: sda uy dd Se eee ed ee 74,302.54 
$2,144,455.80 
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REALIZATION AND LIQUIDATION AccouNT—(Continued ) 


ASSETS NOT REALIZED—DOWN : 
Plant and equipment ............ $352,109.75 
Less reserve for depreciation... 3,500.00 


I AIS, ks co cha cd endio@enratsis vu 
CE EE ivcccnaeeds nneacuwenne 
I ehh cao cx 6 an seein ees 
Accounts receivable—receiver’s sales ....... 


Crepit SIDE 
LIABILITIES TO BE LIQUIDATED: 
A ER er rer errr 
Fivst mortgage bonds, 6% ..............5: 
Bond interest accrued—6 months ........... 
RE CID ogi. dav a smned dccucsicnes 


LIABILITIES INCURRED: 
Accounts payable—receiver’s purchase of logs 


SUPPLEMENTARY CREDITS: 
ie a Ne ae 
Discounts received ..............ce cee eeeees 
Profit from commissary ................... 
iui Ww etndd san senmhceckoun 


ASSETS REALIZED: 
Accounts receivable—prior to Jan. 1, 1920 ... 
Accounts receivable—receiver’s sales: 


RIND ois 1s ince ot caomncd ei oan alee $300,000.00 
Freight allowance to customers .... 70,510.00 
Discwmte allowed... ..cccccscsces 556.33 


Total accounts collected ................. 


ASSETS NOT REALIZED: 
Plant and equipment ............ $352,109.75 
Less reserve for depreciation... 3,500.00 


Timber and lands: 
Value at January 1, 1920 ...... 551,539.31 
Less stumpage cut during year.. 50,000.00 


Riemenine MOPS co ices cceccncctcccss 


ESTER er HO rE aT eee 
Accounts receivable—receiver’s sales ....... 
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348,609.75 


501,539.31 
125.00 
40,000.00 


78,933.67 


37,011.99 
212,500.00 
6,375.00 
64,471.64 


450,000.00 
500.00 
5,000.00 
3,500.00 


20,000.00 


37 1,066.33 


348,609.75 


501,539.31 


125.00 
40,000.00 
78,933.67 


$2,144,455.80 


969,207.73 


320,358.63 


4,823.11 


459,000.00 


391,066.33 


969,207.73 
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LIABILITIES NOT LIQUIDATED: 


First mortgage bonds, 6% ...............06- 200,000.00 
Unsecured creditors—prior to Jan. 1, 1920 ... 64,471.64 
Accounts payable—receiver’s log purchases. . 4,823.11 269,294.75 


THE OCCIDENTAL TIMBER COMPANY 
ReEceIver’s CASH ACCOUNT 
January 1, 1920, to December 31, 1920 
Balance—Jan. 1, 1920....$ 2,618.03 Accounts payable — log 


Accounts receivable—old. 20,000.00 ee $ 4,323.11 
Accts. rec’able—receiver’s 300,000.00 Operating expenses ..... 202,972.81 
Profit from commissary. 5,000.00 Commissions ........... 4,214.14 
Sundry income ......... 3,500.00 Demurrage ............. 326.00 
Freight, inward ........ 585.53 
General expense ........ 4,837.40 
SI, rasa cc seas 12,000.00 
Shipping expense ....... 13,574.10 
|| LE RRS ee ee 1,421.00 

Interest accrued—Decem- 
4 eer 6,375.00 


Bond interest for year .. 12,750.00 
First mortgage bonds, 


a Fer 12,500.00 

Premium on bonds paid. 125.00 

Preferred claims ...... . 37,011.99 

Balance, Dec. 31, 1920 .. 18,101.95 

$331,118.03 $331,118.03 


THE OCCIDENTAL TIMBER COMPANY 
RECEIVER’S ProFit AND Loss AccouNT 
For the Year Ending December 31, 1920 





CG CD aa on evn Ris beeen ada ens Sc aVOia Sc0. 0008 $450,000.00 
Less freight allowance to customers .................... sacs 70,510.00 
RR: IS 2 oa.9 a ea hiccw0 seach igs eM RING acess, ad sone de oO $379,490.00 
Deduct cost of produce sold: 
Inventory, January 1, 1920 ..............00. $ 36,133.32 
ID non kad sede secdavan $9,646.22 
Add freight inward ............. 585.53 10,231.75 
PE hw iss 5 os'd wo cs ek OT 50,000.00 
Copermtings GRPGRSES «nn. ccs scscccwcces 202,972.81 
Depreciation—plant and equipment ..‘...... 8,500.00 
WII fic acetate ida: atic AGM An Wika ce, Pereelnc ahs 1,421.00 
SEN Sc dkecicnwscdt hewn dkcuieseeewads 434.44 
Total cost of manufacture ............... 304,693.32 
Deduct inventories, December 31, 1920 ..... 40,000.00 264,693.32 
I ee Oe EE 5 Sind xinchobadcdtonsmiadecs 114,796.68 
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Deduct selling expenses: 




















ee oe oe oh i dewses creeenenenn 4,214.14 

NE eis e ake eneaes ben euned shales 326.00 

NT GNIS ico os 5 oc ccns csrbencedent 13,574.10 18,114.24 
SG ES GEE GIN oo cigra n dknt cos ose viapestanene 96,682.44 
Add other income: 

ee | rr ore 5,000.00 

CEE ccc cmadesccecisnbasapewatas 3,500.00 8,500.09 
Net profit on sales and other income .......... 105,182.44 
Deduct general expenses: 

SI 505 5 on cesndisald ak Oat hae nade PR EAAee 12,000.00 

Miscellaneous general expense ............. 4,837.40 16,837.40 
Wet weGGts Gt GRCTRIIONS qn. once ccc s cesses 88,345.04 
Deduct net financial expense: 

ORI EOIN © inc casicnsvescedwes $556.33 

Less discounts received ........... 500.00 56.33 

Bond interest for the year ................. 12,750.00 12,806.33 
Se re Se PD nctncdecesacnsscensiescn 75,538.71 
Deduct direct charges to surplus: 

Premium on bonds paid—1% of $12,500 .... 125.00 


Loss on old accounts collected: 
Face of accounts at Jan. 1, 1920.$21,111.17 


Amount collected ............... 20,000.00 
Balance presumably lost ................. 1,111.17 1,236.17 


Net increase in surplus for the year ............ 74,302.54 


THE OCCIDENTAL TIMBER COMPANY 
BALANCE-SHEET—DEcEMBER 31, 1920 


FIXED ASSETS: ASSETS 
Plant and equipment ............$352,109.75 
’ Less reserve for depreciation... 3,500.00 348,609.75 


I IE isn aia bc Se ventas taal 501,539.31 850,149.06 f 
CURRENT ASSETS: 

SR Se a ne ee TT 40,000.00 

Accounts receivable—receiver’s sales ........ 78,933.67 

EAE ty Se Ee nk a ag 18,101.95 137,035.62 
DEFERRED CHARGES: y 

Unexpired imetrrance ............ccccccecces 125.00 


$987,309.68 
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LIABILITIES 


FIXED LIABILITIES : 

First mortgage bonds, 6% ..........++.++05 $200,000.00 
CURRENT LIABILITIES : 

Unsecured creditors—prior to January 1, 1920 64,471.64 





Accounts payable—receiver’s purchases ..... 4,823.11 69,294.75 
$269,294.75 
CAPITAL: 
CE ME uc neabbidn b¥c vote ces Un pd acdsces 400,000.00 
Surplus: . 
Balance, January 1, 1920 ...... 243,712.39 
Net profit for the year ........ 74,302.54 318,014.93 718,014.93 





$987,309.68 


2. You have been engaged to audit the books and accounts of the 
X Corporation for the calendar year 1920. The factory and other account- 
ing records are at J; the secretarial records are at K. The company’s 
product is made to order only. 


As a result of your audit at J you have prepared the following: 


CONDENSED PROFIT AND LOSS STATEMENT 
For the calendar year 1920 


Te errr errr. $240,000.00 

Less return sales and allowances ............. 5,000.00 
NN eb le oan WG ue a Rehlaara eaten oon 235,000.00 
Deduct: 

Cost of goods sold (shipped) ............... 153,300.00 
SN EE OR WEB cctisns sc dawdieedad dasksee 81,700.00 
Deduct: 

Selling and administrative expense .......... 32,675.00 
Bee WONT GE GOITER 5. on ecccecccccescdccv’d 49,025.00 
Add: 

Beet Gmameml Waceme x... 5... occ iasccccs engine 975.00 
Net profit for the calendar year 1920 ..... on $ 50,000.00 


Before the final preparation of your report you go to K to examine 
the minutes of the board of directors. Upon your examination you find 
in the minutes, under date of March 12, 1920, the following: 

“Whereas, Mr. A, our factory superintendent, and Mr. B, our general 
sales manager, are devoting their entire time and attention to the affairs 
of the company and by their faithful devotion to its interests have increased 
the output of the company at the factory and the sales at K; and 

“Whereas, for this reason it is the sense of the directors that the said 
Mr. A and Mr. B, in addition to the amount of compensation regularly 
allowed them, should be further compensated ; 
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“Therefore be it resolved that fifty (50) per cent. of the net profits 
of the X Company (after charging this additional compensation as an 
expense) arising from the net shipments over and above one hundred 
seventy-five thousand dollars ($175,000) be divided equally between the 
said Mr. A and Mr. B as their additional compensation for the year.” 

Recast your profit-and-loss statement to give effect to the above addi- 
tional information. 

Solution. In my opinion there are two possible solutions to this 
problem, due to an ambiguity in the wording of the resolution of the 
directors. The first solution given below is undoubtedly the one desired 
by the examiners, but the second one can be strongly defended. The 
uncertain point is whether the bonus is to be deducted from the entire 
net profits of $49,025, or from that portion of the net profit which arises 
from net shipments over and above $175,000. The bonus will be com- 
puted on the basis of both interpretations. 


First SOLUTION 
Based on assumption that the bonus is to be deducted from 
the total profits, $49,025 
Let B = the bonus. 
Then the net operating profits = $49,025 — B. 
The net shipments in excess of $175,000 = $235,000 — $175,000 = $60,000. 
Then B= 50% [60/235 ($49,025 — B)] 
B = 30/235 ($49,025 — B) 
235/30 B= $49,025 — B 
265/30 B= $49,025 
B = $49,025 X 30/265 
B = $5,550.00 
Hence Mr. A and Mr. B each receives $2,775.00. 


CONDENSED ProFitT AND Loss STATEMENT 
For the calendar year 1920 








eS oo ing ji bead bh aco deeedieeavnensa sine $240,000.00 
Less return sales and allowances ................-00ce0e. 5,000.00 
PI 0s ode aiawesecg eR emaic ki kalba ee dates oe wae hia Das 235,000.00 
Deduct : 
Cost of goods sold (shipped) : 
et $153,300.00 
Add factory superintendent’s bonus ...... 2,775.00 156,075.00 
E66 celia ded op ed bive skis ben nkboueebasen 78,925.00 
Deduct selling and administrative expense: 
Per original statement ..................... 32,675.00 
Add sales manager’s bonus ................ 2,775.00 35,450.00 
No oi je vveadw dbwbaesudinoeubacehese 43,475.00 
i Se TSIEN ha waa nds ecacecsnrcdbivcasdecncknes 975.00 
Net profit for the calendar year 1920 .............. 0.00.0 00ee 44,450.09 
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Proof: 


60/235 of $43,475 = $11,100. 
50% of $11,100 = $5,550, the bonus. 


SECOND SOLUTION 


Based on the assumption that the entire bonus is to be deducted 
from that portion of the profits which are subject to the bonus. 


The profits subject to bonus are (60/235 of $49,025) — B. 
Then B=50% (60/235 $49,025 — B) 
B = 30/235 $49,025 — “4B 
114B = 30/235 $49,025 
B = 20/235 $49,025 
B = $4,172.34 
Proof: 
60/235 of $49,025.00 = $12,517.02 Profits subject to bonus before de- 
ducting expense of bonus. 
$12,517.02 — $4,172.34 — $8,344.68 Profits subject to bonus. 
50% of $8,344.68 — $4,172.34 Bonus. 


CONDENSED Prorit AND Loss STATEMENT 
For the calendar year 1920 








CT i ie cae co kad Pars cee tees aera esa nscoeedin $240,000.09 

Less return sales and allowances .......0.cccccecccseees 5,000.00 
BD UN keh taaie aadidnck acca eeaetes cuieksn shea ee kanal 235,000.00 
Deduct cost of goods sold: 

el re eer ree $153,300.00 

Add factory manager’s bonus .............. 2,086.17 155,386.17 
SR OR IE si 9da6 0 cnekeenvenipisnecs 79,613.83 
Deduct selling and administrative expenses: 

Par @rimimel afatemtemt 2... oon. cc cccs ccccces 82,675.00 

Add sales manager’s bonus ................ 2,086.17 34,761.17 
Net profit om operations ..........sscccccccccecs 44,852.66 
Add net financial income .................0000: 975.00 
Net profit for the calendar year ................. 45,827.66 


3. A and B are in partnership as commodity brokers, A receiving 
55 per cent. of the profits and B 45 per cent. In order to strengthen the 
financial statements of the firm they agreed some years ago to turn in as 
partnership assets certain securities held by them as individuals. Under 
a separate agreement, dividends on these securities as well as profits or 
losses from sales were to accrue to each as though separate ownership 
were retained. In addition the partnership as such has purchased securities 
which it holds as investments in the same companies. 

You are furnished a trial balance of the general ledger before closing, 
which shows the following condition at December 31, 1920: 
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Dr. Cr. 

Cash and other current assets ..............00.- $320,000.00 
Securities : 

A cccgsdeonsh os saneees teeaccanie $ 50,000.00 

cite oded cepeenenhedpaaien sa cobain 100,000.00 

Dy vieeansesos cadebsduue tuehaveseuhe 50,000.00 200,000.00 
Office furniture and fixtures ..............0.00- 15,000.00 
Deferred charges to profit and loss ............. 3,000.00 
IE, ic cages isens ccs cneeseehe oe 40,000.00 
IE ncn cciacrnesere bes Rastbanadenn ee $ 55,864.00 
BR dcunseR nana saad aeeakilen 150,000.00 
Capital accounts: 

a Gc tae nes Ad babs 4s enbndnd aeeebaaaeekenenuc 223,500.00 

il dn dd bbsdedhie deehbewnbasdbbbndbgneendtnbike 75,000.00 
Commissions and other earnings (including divi- 

dends on stocks held by firm) ............ 70,000.00 

Dividends received for personal accounts: 

Dh. cadduuddehatebsudeadestsasseasansdatbennh’? 2,000.00 

Ol: at ddbadbde'n ricdevgdenkcaeehaeerneedetaneed 1,636.00 








$578,060.00 $578,000.00 


























$ 90,040.00 


A statement is also handed to you of the securities held, divided be- 
tween firm purchases and partners’ individual holdings above mentioned 





as follows: 
A 
Individual holdings Partnership holdings 
Book value Book value 
Shares Price Amount Shares Price Amount 
X Company ....1,280 50 $64,000.00 200 50 $10,000.00 
Y Company .... 300 120 36,000.00 175 100 17,500.00 
$100,000.00 $27,500.00 
Tora. 
Value December 31, 1920 
Shares Price Amount 
reer: 1,480 55 $ 81,400.00 
1 EE 66600030004 475 140 66,500.00 
$147,900.00 
‘ — 
Individual holdings Partnership holdings 
Book value Book value 
Shares Price Amount Shares Price Amount 
X Company .... 600 50 $30,000.00 164 50 $ 8,200.00 
Y Company .... 200 100 20,000.00 143 100 14,300.00 
$50,000.00 $22,500.00 
TOTAL 
Value December 31, 1920 
Shares Price Amount 
ere 764 55 $ 42,020.00 
© I Sivaxescnce 348 140 48,020.00 
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You are requested by the partners (1) to prepare a balance-sheet show- 
ing the actual status of each partner’s investment in the business at 
December 31, 1920, giving effect to the appraised value of securities at 
that date (as indicated by the total column in the above table) and 
(2) to submit a scheme of capital stock distribution between A and B, 
for use if the partnership should be converted into a corporation, each 
partner turning in his individual holdings to such corporation. 

Interest has been credited on capital accounts at 6 per cent. during 
the year (to A $12,600, to B $4,250) and such interest has been included 
among the expenses. 


Solution. The first step is to write up the stock accounts with off- 
setting credits to the partners’ accounts. If the statements handed to the 
accountant were used as a basis for dividing the increase in value of the 
stocks, the credits to the partners’ accounts would be computed as follows: 
The “appraised value” of A’s individual holdings plus the stock 

set out as representing his 55% of the firm’s holdings, is $147,900.00 
The book value of his individual holdings is .... $100,000.00 
and the book value of 55% of the firm’s 





ORE OD. xs cakacddeiinas sass ccadssnctucesus 27,500.00 127,500.00 
Amount which would be credited to A ......... 20,400.00 


The “appraised value” of B’s individual holdings plus the stock 
set out as representing his 45% of the firm’s holdings, is $ 90,040.00 





The book value of his individual holdings is ..... 50,000.00 

and the book value of 45% of the firm’s 

NE OP on 6audih Gb be4dandceaacsvecterene 22,500.00 72,500.00 
Amount which would be credited to B .......... 17,540.00 


However, the statement handed to the accountant should not be taken 
as the basis for dividing the increase in value. This statement sets out 
the stock owned by the firm in two parts as if A owned 200 shares of 
X stock and B 764 shares; and as if A owned 175 shares of Y stock 
and B 348 shares. This is not the case; each partner owns an undivided 
interest in all of the stock owned by the firm. A is entitled to 55% of 
the gain on all of the stock, and not all of the gain on a certain arbi- 
trarily set aside 55% of the stock; similarly B is entitled to 45% of the 
gain on all of the stock and not the gain on a certain 45% of the stock. 

The point may be made clearer by assuming an analogous case. Sup- 
pose that D invests $1,000 and E invests $3,000 in a business, the profits 
of which are to be shared in the capital ratio. The firm invests $1,000 
in commodity Q which it sells at a loss of $200; the remaining $3,000 is 
invested in commodity R which is sold at a gain of $600. A statement 
is handed to the accountant representing that D’s contribution of $1,000 
was invested in commodity Q and therefore D lost $200, while E’s con- 
tribution was invested in commodity R and therefore E gained $600. 
This would be clearly unjust, and the injustice arises from assuming that 
certain firm assets belong to one partner and certain other firm assets 
belong to the other partner. The total profit of the firm should be 
ascertained and divided in the profit-and-loss ratio. 


147 












The Journal of Accountancy 








Returning to the problem we shall find that a division of the book 
profit on a correct basis will produce results very close to those on the 
incorrect basis, but small errors in results do not justify a departure from 
correct principles. 

Crepits TO PARTNERS FROM Waritinc Up Stock 
A’s InpivipuAL HoLpINncs 
Book Appraised Increase A B 
X Co. ..1,280 shares ( 50) $ 64,000 ( 55) $ 70,400 $6,400 
[ks (120) 26,000 (140) 42,000 6,000 





100,000 112,400 12,400 


B’s INDIVIDUAL HOLDINGS 


X Co. .. 600 shares ( 50) 30,000 ( 55) 33,000 3,000 
so. eC (100) 20,000 (140) 28,000 8,000 





50,000 61,000 11,000 


Firm’s Ho.pincs 
X Co. .. 364 shares ( 50) 18,200 ( 55) 20,020 1,820 











ff te (100) 31,800 (140) 44,520 12,720 
50,000 64,540 14,540 
SE CED cccduiinvesdann ededecteneceabansanen 7,997 
Ss US Br errr ere 6,543 
ee ee ci eccndncadene cen bie msiestheednt 20,397 17,543 
The next step is to divide the profits for the year. 
Commissions and other firm earnings .................. $70,000.00 
Less expenses including interest on capital ...... ..... 40,000.00 
Net profit after allowing interest on capital ........... 30,000.00 


Before dividing these profits, the question of interest on capital must 
be considered. The problem states that profits are to be divided 55% 
and 45%, and it makes no provision for a division of a portion of the 
profits in the form of interest on capital. Since the interest has been 
entered on the books, it must be assumed that the partners agreed to it, 
considering it as an expense before dividing profits in the agreed ratio. 
A has been allowed 6% interest on $210,000 of capital although his account 
has a credit balance of $223,500. Deducting the $12,600 interest reduces 
the balance to $210,900 before interest was credited. As there is no 
evidence as to how and when the extra $900 credit arose, it does not 
seem possible to make any adjustment of the interest. Similarly, B has 
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been credited with interest on $70,833.33, although his capital is $75,000, 
or $70,750 before the interest was credited, but there are no data for 
making an adjustment. All that can be done is to divide the $30,000 
profits in the agreed ratio. 

A receives 55% of $30,000, or $16,500. 

B receives 45% of 30,000, or 13,500. 


STATEMENT OF PARTNER'S ACCOUNT 


A B 
Balances, per trial balance ..................05: $223,500.00 $ 75,000.09 
Write-up in firm’s stock holdings ............... 12,400.00 11,000.00 
Write-up in individual stock holdings .......... 7,997.00 6,543.00 
a ere er ere 16,500.00 13,500.09 
Dividends received for personal accounts ....... 2,000.00 1,636.90 





$262,397.00 $107,679.00 








A AND B 
BALANCE-SHEET—DEcEMBER 31, 1920 
ASSETS LIABILITIES 

Cash and other current Accounts payable ...... $ 55,864.00 

COE. ..0 ibis ciewesnaye $320,000.00 Notes payable .......... 150,000.00 
Securities : i asteioutaieiay sed 262,397.00 

Firm ....$ 64,540.00 EE she annertscade 107,679.90 

OF ide veccs 112,400.00 

i tenenind 61,000.00 237,940.00 
Office furniture and fix- 

EE vnc pice tssintons 15,000.00 
Deferred charges to profit 

WP bs ettddecowans 3,000.00 

$575,940.00 $575,940.00 


In suggesting a plan for stock distribution in case the partnership 
desires to change to a corporation, it is to be assumed that A and B 
will wish to retain the old agreement as to division of income from indi- 
vidual stock holdings and profit on their sale, also that they will wish to 
divide profits approximately as before. It is suggested that two classes 
of preferred stock be issued for the individual holdings of stock; class A 
stock of a par value of $112,400 to A, and class B stock of a par value 
of $61,000 to B. The stock should carry a preference dividend provision 
which will return to the individuals any income or profit from the indi- 
vidual stock holdings turned in. Common stock should be issued for the 
remainder of the capital; to A $262,397—$64,540; to B $107,679—$61,000. 
This will give A $197,857 of common stock and B $46,679. Adjustments 
may be made to bring the issue to even hundred-dollar shares. This 
arrangement will give A more than four-fifths of the capital and B less 
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than one-fifth, which is quite different from the 55% and 45% ratio for 
dividing partnership profits. However, the stock should be divided on 
the basis of the capital accounts in order to make A and B share equitably 
in the assets. The adjustment of earnings to the old partnership basis 
may be accomplished by means of salaries, and the remaining profits 
divided as dividends on the common stock will take the place of the interest 
on capital allowed in the partnership. 

4. On January 1, 1920, the A. B. C. Company purchased 100 shares 
($100 par value) of the capital stock of the X. Y. Z. Company in the 
open market, paying $9,000 therefor, and entered the item on its books 


as “investments.” 
On July 1, 1920, the X. Y. Z. Company acquired all the capital stock 
of the A. B. C. Company, but continued the subsidiary thus acquired as a 


going concern. 
On November 1, 1920, the A. B. C. Company declared a dividend of 


100 shares of the capital stock of the X. Y. Z. Company, payable on No- 
vember 20, 1920, to stockholders of record November 15, 1920. 
The market value of the X. Y. Z. stock on the dates shown was 


as follows: 
November 1, 1920, 8354; November 15, 1920, 8774; November 20, 1920, 91. 


Formulate the journal entries necessary properly to record the dividend 
transaction on the books of both companies and comment on the value of 
the shares on the books of the X. Y. Z. Company. 

Solution. As the A. B. C. Company was not dealing in the stock of 
the X. Y. Z. Company the stock was not merchandise, and hence the 
account with the investment should not be affected by market fluctuations. 
The A. B. C. Company’s entries would be: 


NoveMBER 1, 1920 


PR ren canahaesdascactiwacncckwacanenauhagesin ss $9,000.00 
IG conic ow wane aie ea ama we me $9,000.00 
To record the declaration of a dividend payable on 
November 20, 1920, in stock of the X. Y. Z. Com- 
pany, to stockholders of record November 15, 1920. 
NoveMBER 20, 1920 
TD... vcveknuieduekadbeeheseeeeasseus $9,000.00 
EL 2c, Jo neavtnitnkancoanebaryeabaoaee’ $9,000.00 


To record payment of dividends in stock of the 

X. Y. Z. Company. 

The X. Y. Z. Company should not treat the dividend as income. The 
correct procedure for a holding company to follow in connection with 
earnings and dividends of a subsidiary, is: 

Debit investment in stock of subsidiary and credit earnings of subsidiary 
with the holding company’s proportion of the subsidiary’s profits 
when ascertained by the subsidiary at the close of its accounting 
period. This entry reflects the increase in the book value of the 
subsidiary stock due to profits. 

Debit dividends receivable and credit investment in stock of subsidiary 
when the subsidiary declares a dividend. This entry reflects the 
decrease in the book value of the subsidiary stock, due to the 
dividend. 
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Debit the thing received and credit dividends receivable when the divi- 
dend is received. The X. Y. Z. Company should make the following entries: 


NovEMBER 1, 1920 


bees COPRIRD  oi didn e scndnsdd coves: ceceasedas $9,000.00 
Investment in stock of A. B. C. Company ...... $9,000.00 
To record declaration of dividend by A. B. C. Com- 
pany, payable in our stock on November 20, 1920. 


The balance of the account “Investment in Stock of A. B. C. Company” 
now represents the book value of the A. B. C. Company’s net assets, 
exclusive of holdings of X. Y. Z. stock, plus any goodwill paid by the 
X. Y. Z. Company in the acquisition of the A. B. C. Company stock. 
In the preparation of a consolidated balance-sheet, the net assets of the 
A. B. C. Company and the goodwill will be taken into the balance-sheet, 
thus eliminating the investment account. To make this point as clear as 
possible, assume that the A. B. C. Company had net assets of $140,000 
at the time when the X. Y. Z. Company acquired its stock at a cost of 
$155,000. Then a payment of $15,000 was made for goodwill. The pay- 
ment of the dividend reduces the A. B. C. Company’s net assets to 
$131,000, and the entry on the X. Y. Z. Company’s books reduces the 
investment account to $146,000. The difference between the subsidiary’s 
net assets and the investment account is still $15,000, the amount of 
the goodwill. 

NovEMBER 20, 1920 


OIE BO | ii didn cdcnccocdpecassaaccevcacatens $10,000.00 
ED: SINE gd vonccacascdsasicsnshucs $9,000.00 
I 5 5s cus wa dces’sserdgnenecdaees 1,000.00 


To record receipt of 100 shares of a par value of 
$100 each of our own stock as a dividend from the 
A. B. C. Company. 


The treasury stock should be put on the books at par, the offsetting 
credit being made to capital surplus for the difference between the par 
of the stock and the carrying value on the books of the subsidiary. 

If the X. Y. Z. Company paid more than book value for the A. B. C. 
Company stock, so that a goodwill item would result in the consolidated 
balance-sheet, it would be conservative to close the capital surplus account 
to the investment account, thus reducing the goodwill on the theory that 
the X. Y. Z. Company paid par for its stock held by the A. B. C. Company. 


5. Under the terms of the mortgage securing the issue of bonds by a 
corporation there is a sinking-fund provision by which 2 per cent. per 
annum must be turned over to the trustees, who are empowered to invest 
the cash in their hands in purchasing these bonds whenever they can be 
obtained at par or below. During the year under review they have 
—— $50,000 at 90 flat and received one-half year’s interest thereon at 

per cent. 


Show the entries on the company’s books. Indicate whether its profit 
and loss or its surplus is affected by the discount and the interest. 
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Solution. Authorities differ as to whether the discount should be taken 
up at once or amortized. If taken up at once, the entries would be: 
Sinking fund securities—own bonds ............-. $50,000.00 

I NE GI ck din tk boss csincctcecavceses $45,000.00 
Se IDS in sic haeatiatles Keowee cada cinemas 5,000.00 

To record purchase of 50,000 par of bonds at 90 flat. 

If the bonds were originally issued at a discount the discount on the 
issue of $50,000 could be offset against the $5,000 discount on repurchase, 
the net being credited to capital surplus. 

In my opinion, the bonds should be treated in the same manner as 
bonds of another company purchased for the sinking fund; that is, they 
should be put on the books as sinking-fund securities at their cost, and 
the discount amortized at each interest date. As the maturity of the 
bonds is not known, it is impossible to give entries by this method. 
PE. nbc censies iss covseaasencedases $1,500.00 

ee Sh Ce. sot cen ccewens hon sbsbeen $1,500.00 
To record receipt of one-half year’s interest on own 
bonds in sinking fund. Interest paid to trustees. 

The sinking-fund-income account should be closed to profit and loss 
as the collection of income on the fund will be a regular annual affair. 
If the bonds were put on the books at cost, a portion of the discount 
should be amortized by a charge to the sinking-fund-investment account 
and a credit to sinking-fund income. 


6. How would you distinguish between: 
(a) Earned surplus, 
(b) Paid-in surplus, 
(c) Capital surplus, 
(d) Appropriated surplus 

Solution. (a) Earned surplus is an increase in net worth arising out 
of operations, whether regular or extraneous. Thus, the net profit from 
operations is earned surplus, and the gain on the sale of fixed assets 
is earned surplus. Earned surplus should be distinguished from un- 
earned or unrealized surplus resulting from a mere book entry, such as 
the writing up of a fixed asset. 

(b) Paid-in surplus is the excess of the payments of stockholders to 
the corporation over the par value of the stock issued to them. 

(c) Capital surplus is an account variously used to receive credits from 
surplus not earned from operations. Some accountants credit capital sur- 
plus with profits earned from extraneous operations and with unrealized 
profits. In my opinion this is not correct as it puts into the same 
account profits which are available for dividends and mere book entries 
which are not a proper source of dividends. Earned profits from ex- 
traneous operations should be credited to capital surplus, and unrealized 
profits should be credited to a reserve. 

(d) Appropriated surplus is that portion of the earned profits, arising 
from regular operations or extraneous transactions, which has been tem- 
porarily set aside as not available for dividends because of 
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I. a contract with creditors, as in the case of a sinking-fund reserve; 


u. an action of stockholders or directors, as in the case of a reserve 
for plant extensions, where the intention is to use the assets of 
the company for additions to fixed assets instead of dividends; 


lll. a conservative desire to provide for contingencies, as in the case 
of a reserve set up to provide for some possible future loss after 
having provided all reserves for regular, known operating expenses. 

7. What should be the procedure in determining the value of stock 
on hand at the time of a fire, the financial books being intact and showing 
the amount of an inventory taken four months prior to the fire? 

Solution. Apply the gross-profit method, determining from the records 
of prior periods the probable rate of gross profit on sales for the four 
months since the last inventory. Divide the sales for the four months 
by 100% plus the estimated rate of gross profit on sales. The quotient is 
the estimated cost of goods sold during the four months. Add the inven- 
tory shown on the books and the purchases for the period up to the fire. 
Deduct the estimated cost of goods sold. The remainder is the estimated 
inventory at the date of the fire. 





Certified Public Accountants of Massachusetts, Inc. 


At the annual meeting of the Certified Public Accountants of 
Massachusetts, Inc., held May 11, 1921, the following officers were 
elected for the ensuing year: George Lyall, president; Hollis H. 
Sawyer, vice-president; Frederic Bond Cherrington, secretary; Gerald 
Wyman, treasurer. 

The foregoing officers, together with Robert Douglas, Stanley 
G. H. Fitch and Homer N. Sweet, comprise the executive committee. 
J. Chester Crandell was elected auditor. 





M. R. Weiser & Co. announce the removal of their offices to 507 
Fifth avenue, New York. 





Shapiro & Shapiro announce the removal of their offices to 165 
Broadway, New York. 





Louis Rosenberg announces the removal of his offices to 150 Nas- 
sau street, New York. 





Earl S. Clark & Co. announce the removal of their office to 
National City building, Madison avenue and 42nd street, New York. 





Rothman & Moses announce the removal of their offices to 152 
west 42nd street, New York. 





Klein, Hinds & Finke announce the opening of a branch office at 
36 State street, Albany, New York. 
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Returning to the problem we shall find that a division of the book 
profit on a correct basis will produce results very close to those on the 
incorrect basis, but small errors in results do not justify a departure from 
correct principles. 

Crepits To Partners From Waritinc Up Srock 
A’s InpivipuAL HOLpDINGs 
Book Appraised Increase A B 
X Co. ..1,280 shares ( 50) $ 64,000 ( 55) $ 70,400 $6,400 
Ta. oe. CC (120) 36,000 (140) 42,000 6,000 





100,000 112,400 12,400 


B’s InpivipuAL HoLpINcs 


X Co. .. 600 shares ( 50) 30,000 ( 55) 33,000 3,000 
> Ge. Se (100) 20,000 (140) 28,000 8,000 





50,000 61,000 11,000 


Firm’s Ho.pincs 
X Co. .. 364 shares ( 50) 18,200 ( 55) 20,020 1,820 
ria. | (100) 31,800 (140) 44,520 12,720 











50,000 64,540 14,540 
PI i I cd a a cal nt fa ed 7,997 
I sn cee ges We akin b once ea ane 6,543 
es od a by ak Ga 0 as lee WOR ek ee Ya 20,397 17,543 


The next step is to divide the profits for the year. 
Commissions and other firm earnings .................. $70,000.00 
Less expenses including interest on capital 


Net profit after allowing interest on capital 


Before dividing these profits, the question of interest on capital must 
be considered. The problem states that profits are to be divided 55% 
and 45%, and it makes no provision for a division of a portion of the 
profits in the form of interest on capital. Since the interest has been 
entered on the books, it must be assumed that the partners agreed to it, 
considering it as an expense before dividing profits in the agreed ratio. 
A has been allowed 6% interest on $210,000 of capital although his account 
has a credit balance of $223,500. Deducting the $12,600 interest reduces 
the balance to $210,900 before interest was credited. As there is no 
evidence as to how and when the extra $900 credit arose, it does not 
seem possible to make any adjustment of the interest. Similarly, B has 
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been credited with interest on $70,833.33, although his capital is $75,000, 
or $70,750 before the interest was credited, but there are no data for 
making an adjustment. All that can be done is to divide the $30,000 
profits in the agreed ratio. 

A receives 55% of $30,000, or $16,500. 

B receives 45% of 30,000, or 138,500. 


STATEMENT OF PARTNER'S ACCOUNT 


A B 
Balances, per trial balance ................00.5- $223,500.00 $ 75,000.00 
Write-up in firm’s stock holdings ............... 12,400.00 11,000.00 
Write-up in individual stock holdings .......... 7,997.00 6,543.00 
Profits Sar: Ge SOE 654 a0 ohh os osc daeeknccas. 16,500.00 13,500.09 
Dividends received for personal accounts ....... 2,000.00 1,636.90 





$262,397.00 $107,679.00 








A AND B 
BALANCE-SHEET—DEcEMBER 31, 1920 
ASSETS LIABILITIES 

Cash and other current Accounts payable ...... $ 55,864.00 

QU0GNE 0 i6chintesatuinl $320,000.00 Notes payable .......... 150,000.00 
Securities : A CER iiss HS 262,397.00 

Firm ....$ 64,540.00 DCU. sivAdvise cae 107,679.90 

A vssseae 112,400.00 

Wc siecane 61,000.00 237,940.00 
Office furniture and fix- 

Serr | Peery 15,000.00 
Deferred charges to profit 

ond Lee bk ceksiveesuss 8,000.00 

$575,940.00 $575,940.00 


In suggesting a plan for stock distribution in case the partnership 
desires to change to a corporation, it is to be assumed that A and B 
will wish to retain the old agreement as to division of income from indi- 
vidual stock holdings and profit on their sale, also that they will wish to 
divide profits approximately as before. It is suggested that two classes 
of preferred stock be issued for the individual holdings of stock; class A 
stock of a par value of $112,400 to A, and class B stock of a par value 
of $61,000 to B. The stock should carry a preference dividend provision 
which will return to the individuals any income or profit from the indi- 
vidual stock holdings turned in. Common stock should be issued for the 
remainder of the capital; to A $262,397—$64,540; to B $107,679—$61,000. 
This will give A $197,857 of common stock and B $46,679. Adjustments - 
may be made to bring the issue to even hundred-dollar shares. This 
arrangement will give A more than four-fifths of the capital and B less 
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than one-fifth, which is quite different from the 55% and 45% ratio for 
dividing partnership profits. However, the stock should be divided on 
the basis of the capital accounts in order to make A and B share equitably 
in the assets. The adjustment of earnings to the old partnership basis 
may be accomplished by means of salaries, and the remaining profits 
divided as dividends on the common stock will take the place of the interest 
on capital allowed in the partnership. 

4. On January 1, 1920, the A. B. C. Company purchased 100 shares 
($100 par value) of the capital stock of the X. Y. Z. Company in the 
open market, paying $9,000 therefor, and entered the item on its books 


as “investments.” 
On July 1, 1920, the X. Y. Z. Company acquired all the capital stock 
of the A. B. C. Company, but continued the subsidiary thus acquired as a 


going concern 
On November 1, 1920, the A. B. C. Company declared a dividend of 


100 shares of the capital ‘stock of the X. Y. Z. Company, payable on No- 
vember 20, 1920, to stockholders of record November 15, 1920. 
The market value of the X. Y. Z. stock on the dates shown was 


as follows: 
November 1, 1920, 8354; November 15, 1920, 8774; November 20, 1920, 91. 


Formulate the journal entries necessary properly to record the dividend 
transaction on the books of both companies and comment on the value of 
the shares on the books of the X. Y. Z. Company. 

Solution. As the A. B. C. Company was not dealing in the stock of 
the X. Y. Z. Company the stock was not merchandise, and hence the 
account with the investment should not be affected by market fluctuations. 


The A. B. C. Company’s entries would be: 
Novemser 1, 1920 


PE ct ccecahhiieaben aces sechume aes tienw aces es $9,000.00 
I oo oe oun celuneas cake cake $9,000.00 
To record the declaration of a dividend payable on 
November 20, 1920, in stock of the X. Y. Z. Com- 
pany, to stockholders of record November 15, 1920. 


NoveMBER 20, 1920 


SS ED Perr S|.) $9,000.00 

Es 14 cin caacnamanaee eee tem kes oe $9,000.00 

To record payment of dividends in stock of the 

X. Y. Z. Company. 

The X. Y. Z. Company should not treat the dividend as income. The 
correct procedure for a holding company to follow in connection with 
earnings and dividends of a subsidiary, is: 

Debit investment in stock of subsidiary and credit earnings of subsidiary 
with the holding company’s proportion of the subsidiary’s profits 
when ascertained by the subsidiary at the close of its accounting 
period. This entry reflects the increase in the book value of the 
subsidiary stock due to profits. 

Debit dividends receivable and credit investment in stock of subsidiary 
when the subsidiary declares a dividend. This entry reflects the 
decrease in the book value of the subsidiary stock, due to the 
dividend. 
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Debit the thing received and credit dividends receivable when the divi- 
dend is received. The X. Y. Z. Company should make the following entries: 


NovemMBer 1, 1920 


Dividends reeset: .éikinck cvcccsiuscnvabeeewcnesns $9,000.00 
Investment in stock of A. B. C. Company ...... $9,000.00 


To record declaration of dividend by A. B. C. Com- 
pany, payable in our stock on November 20, 1920. 


The balance of the account “Investment in Stock of A. B. C. Company” 
now represents the book value of the A. B. C. Company’s net assets, 
exclusive of holdings of X. Y. Z. stock, plus any goodwill paid by the 
X. Y. Z. Company in the acquisition of the A. B. C. Company stock. 
In the preparation of a consolidated balance-sheet, the net assets of the 
A. B. C. Company and the goodwill will be taken into the balance-sheet, 
thus eliminating the investment account. To make this point as clear as 
possible, assume that the A. B. C. Company had net assets of $140,000 
at the time when the X. Y. Z. Company acquired its stock at a cost of 
$155,000. Then a payment of $15,000 was made for goodwill. The pay- 
ment of the dividend reduces the A. B. C. Company’s net assets to 
$131,000, and the entry on the X. Y. Z. Company’s books reduces the 
investment account to $146,000. The difference between the subsidiary’s 
net assets and the investment account is still $15,000, the amount of 
the goodwill. 

NoveMBeER 20, 1920 


Teentaet CR iinss 0 sedsévnisvessbetdssanisneenn $10,000.00 
WobrGRnei GURRRINID: (ag 5.0. oc acidinn as tnnesssitivne $9,000.00 
Ce I ii. nv oitecdensbacentenseeaanet 1,000.00 


To record receipt of 100 shares of a par value of 
$100 each of our own stock as a dividend from the 
A. B. C. Company. 


The treasury stock should be put on the books at par, the offsetting 
credit being made to capital surplus for the difference between the par 
of the stock and the carrying value on the books of the subsidiary. 

If the X. Y. Z. Company paid more than book value for the A. B. C. 
Company stock, so that a goodwill item would result in the consolidated 
balance-sheet, it would be conservative to close the capital surplus account 
to the investment account, thus reducing the goodwill on the theory that 
the X. Y. Z. Company paid par for its stock held by the A. B. C. Company. 


5. Under the terms of the mortgage securing the issue of bonds by a 
corporation there is a sinking-fund provision by which 2 per cent. per 
annum must be turned over to the trustees, who are empowered to invest 
the cash in their hands in purchasing these bonds whenever they can be 
obtained at par or below. During the year under review they have 
poo $50,000 at 90 flat and received one-half year’s interest thereon at 

per cent. 


Show the entries on the company’s books. Indicate whether its profit 
and loss or its surplus is affected by the discount and the interest. 
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Solution. Authorities differ as to whether the discount should be taken 
up at once or amortized. If taken up at once, the entries would be: 


Sinking fund securities—own bonds .............. $50,000.00 
CD nccsanenisedsnnsbecesccces $45,000.00 
TT 12) ocanahache cabbianenisequsines 5,000.00 


To record purchase of 50,000 par of bonds at 90 flat. 

If the bonds were originally issued at a discount the discount on the 
issue of $50,000 could be offset against the $5,000 discount on repurchase, 
the net being credited to capital surplus. 

In my opinion, the bonds should be treated in the same manner as 
bonds of another company purchased for the sinking fund; that is, they 
should be put on the books as sinking-fund securities at their cost, and 
the discount amortized at each interest date. As the maturity of the 
bonds is not known, it is impossible to give entries by this method. 
I: I RON iis asics és dup Pee Wiewe chee $1,500.00 

ee ND 5. wcindavees cchaes bed ccts - $1,500.00 

To record receipt of one-half year’s interest on own 
bonds in sinking fund. Interest paid to trustees. 

The sinking-fund-income account should be closed to profit and loss 
as the collection of income on the fund will be a regular annual affair. 
If the bonds were put on the books at cost, a portion of the discount 
should be amortized by a charge to the sinking-fund-investment account 
and a credit to sinking-fund income. 


6. How would you distinguish between: 
(a) Earned surplus, 
(b) Paid-in surplus, 
(c) Capital surplus, 
(d) Appropriated surplus 

Solution. (a) Earned surplus is an increase in net worth arising out 
of operations, whether regular or extraneous. Thus, the net profit from 
operations is earned surplus, and the gain on the sale of fixed assets 
is earned surplus. Earned surplus should be distinguished from un- 
earned or unrealized surplus resulting from a mere book entry, such as 
the writing up of a fixed asset. 

(b) Paid-in surplus is the excess of the payments of stockholders to 
the corporation over the par value of the stock issued to them. 

(c) Capital surplus is an account variously used to receive credits from 
surplus not earned from operations. Some accountants credit capital sur- 
plus with profits earned from extraneous operations and with unrealized 
profits. In my opinion this is not correct as it puts into the same 
‘account profits which are available for dividends and mere book entries 
which are not a proper source of dividends. Earned profits from ex- 
traneous operations should be credited to capital surplus, and unrealized 
profits should be credited to a reserve. 

(d) Appropriated surplus is that portion of the earned profits, arising 
from regular operations or extraneous transactions, which has been tem- 
porarily set aside as not available for dividends because of 
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1. a contract with creditors, as in the case of a sinking-fund reserve; 
i. an action of stockholders or directors, as in the case of a reserve 
for plant extensions, where the intention is to use the assets of 
the company for additions to fixed assets instead of dividends; 


III. a conservative Ccesire to provide for contingencies, as in the case 
of a reserve set up to provide for some possible future loss after 
having provided all reserves for regular, known operating expenses. 

7. What should be the procedure in determining the value of stock 
on hand at the time of a fire, the financial books being intact and showing 
the amount of an inventory taken four months prior to the fire? 

Solution. Apply the gross-profit method, determining from the records 
of prior periods the probable rate of gross profit on sales for the four 
months since the last inventory. Divide the sales for the four months 
by 100% plus the estimated rate of gross profit on sales. The quotient is 
the estimated cost of goods sold during the four months. Add the inven- 
tory shown on the books and the purchases for the period up to the fire. 
Deduct the estimated cost of goods sold. The remainder is the estimated 
inventory at the date of the fire. 





Certified Public Accountants of Massachusetts, Inc. 


At the annual meeting of the Certified Public Accountants of 
Massachusetts, Inc., held May 11, 1921, the following officers were 
elected for the ensuing year: George Lyall, president; Hollis H. 
Sawyer, vice-president; Frederic Bond Cherrington, secretary; Gerald 
Wyman, treasurer. 

The foregoing officers, together with Robert Douglas, Stanley 
G. H. Fitch and Homer N. Sweet, comprise the executive committee. 
J. Chester Crandell was elected auditor. 





M. R. Weiser & Co. announce the removal of their offices to 507 
Fifth avenue, New York. 





Shapiro & Shapiro announce the removal of their offices to 165 
Broadway, New York. 





Louis Rosenberg announces the removal of his offices to 150 Nas- 
sau street, New York. 





Earl S. Clark & Co. announce the removal of their office to 
National City building, Madison avenue and 42nd street, New York. 





Rothman & Moses announce the removal of their offices to 152 
west 42nd street, New York. 





Klein, Hinds & Finke announce the opening of a branch office at 
36 State street, Albany, New York. 


153 











Current Literature 


ACCOUNTANCY 


Esquerré, Paul-Joseph. Some Aspects of Professional Accounting. ADMIN- 
ISTRATION, July, 1921, p. 102-7. 


History 
Stewart, R. Bookkeeping in the Past. AccoUNTANTsS’ JOURNAL, June, 
1921, p. 142-3. 
ACCOUNTANTS 


Sir William Plender’s Advice to Students; fair mindedness, common sense, 
the power to criticize, a sense of proportion, clearness in thought and 
expression, an appreciation of the mental outlook of others—these are 
the qualities which must be cultivated by those who aspire to success 
in the accountancy profession. ACCOUNTANTS’ JoURNAL, June, 1921, 
p. 119. 

Wilson, P. McCandlish, What Subjects Should a Young Accountant 
Know? Accountant, May 28, 1921, p. 704-6. 


ACCOUNTANTS’ SOCIETIES 
National Association of Cost Accountants. Yearbook, 1920. New York, 


National Association of Cost Accountants, cl1921. 174 p. 


Contents: Some special aspects of the problem of overhead distribution and 
application by F. W. Main; Under what conditions should scheduled costs be 
used and how should they be proved? by J. P. Jordan; Some questions in the 
determination of lumber costs by A. J. Redemski; Relation of cost accounting 
to business management—from the viewpoint of the professional accountant 
by W. M. Lybrand; Relationship of cost accounting to business management 
by W. B. Ferguson; Uniform cost accounting by J. L. Engle; Uniform cost 
accounting by G. A. McClatchie; Uniform cost accounting by W. B. Reed; 
Uniform cost accounting by W. B. Baker; Uniform cost accounting by C. R. 


Stevenson. 
ACCOUNTING 
Dicksee, Lawrence R. Fundamentals of Accountancy. ACCOUNTANTS’ 
MAGAZINE, June, 1921, p. 87-90. 
AUDITING 
Binnie, Andrew. Audit Programmes and Procedure. ACCOUNTANTS’ 
JourNnaL, June, 1921, p. 98-100. 
AUTOMOBILES 
Cost Accounting 
Bean, F. A. Oil Truck Cost Systems. Motor Wacon, June, 1921, p. 25-6. 
Palmer, S. J. Automobile Cost Accounting. (In American Gas Asso- 
CIATION, SECOND ANNUAL CONVENTION, November 15-20, 1920, Account- 
ing Section, p. 92-8.) 
Cost of Operation 
Brand, Albert. 314-Tonners Haul Coal at 63.5 Cents a Ton. Power 
Wacon, June, 1921, p. 69. 
Electrics Show Saving in Refuse Collection. Power Wacon, June, 1921, 


p. 68 
BANKS AND BANKING 
Irving National Bank. Bankers’ Forms and the Negotiable Instruments 
Law. Ed. 6, revised. New York, Irving National Bank, c1920. 133 p. 
Langston, L. H. Practical Bank Operation. 2v. New York, The Ronald 
Press Company, 1921. $8. 
Row-Fogo, J. Inflation and Deflation. AccouNTANTS’ MAGAZINE, June, 
1921, p. 356-64. 


154 














Current Literature 








BIBLIOGRAPHIES, INDEXES, CATALOGUES, ETC. 


National Association of Cost Accountants. Research Department. Biblio- 
graphy of Cost Books. Bush Terminal Building, 130 W. 42nd Street, 
New York. 24 p. T5c. 

BUDGETS 


Burchell, Durward Earle. Budget System. Paver, April 20, 1921, p. 76. 
Carlson, E. E. Budgeting Factory Overhead; a step toward profit insur- 
ance. Facrory, July, 1921, p. 31-4. 
BUILDING 
Cost Accounting 
White, Barclay. Component Costs of Building Construction. ENGINEERING 
AND CONTRACTING, June 22, 1921, p. 625-6. 
BUSINESS 


Greenwood, W. J. American and Foreign Stock Exchange Practice, Stock 
and Bond Trading and the Business Corporation Laws of All Nations; 
together with local regulations, laws, fees and taxes affecting Ameri- 
can firms and corporations carrying on business in any other states of 
the U. S. A. or establishing branches or agencies in foreign countries. 
First American edition. New York, Financial Books Company, 1921. 


1048 p. 
CORPORATIONS 
Directors 
Crew, Albert. Whole Duty of a Director. AccouNTANTS’ JouRNAL, June, 
1921, p. 73-80. 
COST AND FACTORY ACCOUNTING 


Belt, Robert E. Advises Use of Uniform Cost System; benefits to be 
derived by introduction of such a system are shown, too much detail 
has proved detrimental, accountants should be familiar with manufac- 
turing methods. Founpry, July 1, 1921, p. 524-5. 


as John R. Cost of Cost Systems. American Macurnist, July 7, 
1921, p. 3. 
Hattersley, G. Standley. Costing. AccounTANT, May 28, 1921, p. 681-6. 


Roesler, R. E. Checking Costs from Raw to Finished Product; how the 
value of the partly finished product, according to daily Fe fluctuations, 
is obtained from a transfer ledger. Factory, July, 1921, p. 37. 


Overhead 


Estes, L. V. Overhead or Burden Costs; an address, ninth annual meeting, 
Chamber of Commerce of the United States. 11 p. 


COSTS 


Feil, G. J. J. Costs and the Consumer. AccounTING, COMMERCE AND 
INSURANCE, May 31, 1921, p. 42-5. 


CREAMERIES 
Accounting 


Baumann, E. L. Accounting System Endorsed. New Yorx Propuce 
REVIEW AND AMERICAN CrEAMERY, April 20, 1921, p. 1363. 


DAIRYING 
Accounting 
Gould C. Where the Profit is in Dairying. Farmers’ Apvocate, Decem- 


ber 30, 1920, p. 2259. 
DEBENTURES 


Best, W. E. Debentures. Accountinc, CoMMERCE AND INSURANCE, May 
31, 1921, p. 43-7. 


155 














The Journal of Accountancy 








DEPRECIATION, DEPLETION AND OBSOLESCENCE 


Kurtz, _ Replacement Insurance. ADMINISTRATION, July, 1921, 
p. 41-6 
Electric and Street Railroads 


Depreciation in San Francisco; table showing full depreciation allowances 
for municipal railway and united railroads. Execrric RAmWAY 
JournaL, May 7, 1921, p. 873. 

Ships 

Gregg, E. S. Crux of Our Shipping Problem. Journat or POoLiTIcaL 

Economy, June, 1921, p. 500 
ELECTRIC AND STREET RAILROADS 

Douglas, Paul H. Seattle Municipal Street-Railway System. JouRNAL 

or PoxiticaL Economy, June, 1921, p. 455-77. 
Accounting 


Answers to Accounting Questions; another series of questions and tenta- 
tive answers under the uniform system of accounts for electric railways. 
Etecrric Ramway JourNAL, June 4, 11, 25, July 2, 1921, p. 1055, 
1099, 1183, 30. 

Valuation 


Knowlton, Archer E. Railway Valuation in Connecticut. Exectric Rar- 
wAY JourNAL, May 21, 28, 1921, p. 947-50, 985-93. 
ELECTRIC LIGHT AND POWER COMPANIES 
Accounting 
Construction Accounting under Uniform System; each item of expenditure 
classified and recorded in form to segregate costs on various plants 
and lines and on various specific parts of such plants and lines—examples 
of accounts. Execrricat Review, July 2, 1921, p. 6-9. 
EXAMINATIONS 
Stocks, J. M. Costing Examination Questions. ACCOUNTANTS’ JOURNAL, 
June, 1921, p. 135-41. 
EXECUTORS AND TRUSTEES 
Auty, J.C. Duties for an Executor. AccoUNTANT, June 11, 1921, p. 768-71. 
EXPENSES 
Basset, W. R. Modern Production Methods; handling abnormal expense. 
AMERICAN MAcHINIsT, June 16, 1921, p. 1032-6. 
EXPORT TRADE 
O'Malley, Frank. Our South American Trade and Its Financing. New 
York, National City Bank of New York, 1920. 125 p. 
FOREIGN EXCHANGE 
Paish, George. Foreign Exchanges; what is wrong with them and the 
remedy. ACCOUNTANTS’ JOURNAL, June, 1921, p. 124-9. 
GAS 
Accounting 
American Gas Association. Second Annual Convention, November 15-20, 
1920, Accounting Section. New York, American Gas Association. 146 p. 
Stores Systems 


Werner, L. H. Purchasing and Storeroom Accounting. (In AMERICAN 
Gas AssocraTion, SECOND ANNUAL CONVENTION, November 15-20, 1920, 
Accounting Section, p. 100-34.) 


156 








elie! oe ¥ 








Current Literature 








INSURANCE, MARINE 


Cole, A. E. Marine Insurance. AUSTRALASIAN ACCOUNTANT AND SECRE- 
TARY, May 1, 1921, p. 154-7. 


INTEREST 
Lehmer, D. N. Interest Rate on Investments. JouRNAL oF ACCOUNTANCY, 


July, 1921, p. 41-5. 
INVENTORIES 


Fryer, Claude A. Excess Profits Duty and the Valuation of Stock; with 
particular reference to the final accounting period. Business OrGANI- 
SATION AND MANAGEMENT, June, 1921, p. 257-62. 


Johnson, Ernest. Continuous Inventory of Fixed Capital. (In AMERICAN 
Gas Association, SEconD ANNUAL CoNnvENTION, November 15-20, 1920, 
Accounting Section, p. 135-46.) 


Stock Values. Pustic Accountant, May 30, 1921, p. 335. 


INVESTIGATIONS 
Jamieson, H. T. Investigations. AccouNTANT, May 28, 1921, p. 699-703. 
North Dakota. Reports of House Audit Committee and Minority Mem- 
bership of Senate Audit Committee of North Dakota Legislature Inves- 
tigating Bank of North Dakota and Other Securities, 1921. 76 p. 
IRON AND STEEL 
Accounting 
Porter, G. Harvey. Accounting for Electric Alloy and Tool Steel. JouRNAL 
or AccouNnTANCY, July, 1921, p. 1-15 
MATHEMATICS 
Kelly, Harry. Mechanism of Numbers. Journat or Accountancy, July, 


1921, p. 24-7. 
METAL WORK 
Cost Accounting 
Harms, George. Overhead and Cost Systems of Illinois Shops. Sneet 
MeraL Worker, April 29, 1921, p. 220. 
Warning, C. F. Cost Keeping and Overhead Accounting. Sueet Metar 
Worker, April 15, 1921, p. 191-4. 
MILK 


United States. Federal Trade Commission. Summary of Report on Milk 
a Milk Products, 1914-1918. Washington, Government Printing Office, 
1921. 21p. 

‘ MINING AND METALLURGY, COAL 

United States. Bureau of Labor Statistics. Hours and Earnings in An- 
thracite and Bituminous Coal Mining; Anthracite, 1919 and 1920; Bitu- 
minous, 1919. Washington, Government Printing Office, 1921. 114p. 
(Bulletin No. 279.) 

Accounting 

McCluskey, Harry C. Anthracite Mine Accounting. Journat or AccouNtT- 

ANCY, July, 1921, p. 16-23 


MOVING PICTURES 
Accounting 
Prager, Max E. Some Accounting Problems of the Motion Picture 
Industry. ADMINISTRATION, July, 1921, p. 70-3. 
MUNICIPAL 
Accounting 


Allcock, John. Municipal Accounts. Ed. 3. London, Gee & Co., 1920. 
232 p. (Accountants’ Library, v. 21.) 11/6 


157 











The Journal of Accountancy 








Auditing 
New Jersey. Chapter 267, P. L. 1918, Chapter 105, P. L. 1920; an act con- 
cerning municipal accountants, approved March 4, 1918, approved March 
31, 1921; chapter 268, P. L. 1918, chapter 106, P. L. 1921; an act re- 
quiring the audit of public accounts approved March 31, 1921. Trenton, 
1921. 7 p. 
Finance 
Bateson, William. Financial Adjustments of Local Authorities. AccouNnt- 
ANT, June 18, 1921, p. 797-810. 


McCall, J. H. Municipal Finance. Accountants’ JourNAL, June, 1921, 


p. 91-4. 
NEGLIGENCE 
Upson, Alfred F. Public Accountant, His Liability. Pace Stupent, June, 
1921, p. 100-1. 
NEGOTIABLE INSTRUMENTS 
Irving National Bank. Bankers’ Forms and the Negotiable Instruments 
Law. Ed. 6, revised. New York, Irving National Bank, c1920. 133 p. 
Wylie, J. Bills of Exchange. AccountTANtT, June 4, 1921, p. 725-8. 
PAPER 
Cost Accounting 
Copeland, S.B. Why We Have a Cost System. Paper, April 13, 1921, p. 22. 


PLUMBING 
Accounting 


Nolan, S. E. Material You Lose Adds No Profit; simple definite instruc- 
tions to workmen, providing them with convenient forms on which to 
keep accurate records, and holding them responsible for the material as 
shown on such records induce efficiency and reduce loss. PLUMBER AND 
SreaM Firrer, April 22, 1921, p. 233, 242. 

PRICES 

United States. Bureau of Labor Statistics. Prices and Cost of Living; 
from the Monthly Labor Review (May, 1921) of the Bureau of Labor 
Statistics, United States Department of Labor. Washington, Govern- 
ment Printing Office, 1921. 35 p. 

PRINTING 
Accounting 
McCarthy, Arthur F. Two Years of System. INLAND PRINTER, June, 


1921, p. 381-4. 
PROFITS 


Brown, Edward. Limitation of Profits; its practical application. Avus- 
TRALASIAN ACCOUNTANT AND SECRETARY, May 1, 1921, p. 141-3. 
Snelling, W. E. Income Tax Idea of Profit. AccouNntTANT, June 4, 1921, 


p. 721-4. 
PUBLIC UTILITIES 
Valuation 


Allensworth, H. R. Influence of Commodity Price Movement upon Public 
Utility Valuations. JouRNAL oF THE WeSTERN Society oF ENGINEERS, 


April, 1921, p. 139-70. 
RAILROADS 
Accounting 

Colston, W. A. Tentative Basis for Proposing Final Settlements under 
Section 209 of the Transportation Act of 1920; an address delivered at 
the 33rd annual meeting of the Railway Accounting Officers’ Asso- 
ciation, Atlantic City, June 8-10, 1921. Washington, Railway Accounting 
Officers’ Association. 14 p. 


158 

















Current Literature 


— 











Loree, L. F. Relations of the Accounting Officers with the Operations a 
the Road; an address delivered at the 33rd annual meeting of the 
Railway Accounting Officers’ Association, Atlantic City, June 8-10, 1921. 
Washington, Railway Accounting Officers’ Association. 8 p. 

Meeting of Railway mee « emg Officers’ Association; important action 
taken in favor of mak portion of R.A.O.A. recommendations man- 
datory. Ramway AGE, y fe 10, 17, 1921, p. 1343-54, 1403-6. 


ConTENTS: Some criticisms and suggestions, by B. H. Meyer; Accounting offi- 
cers’ Ras from the executive’s viewpoint by L. F. Loree; Uniform accounting 
3 ee Laughton; Maintenance charges during the guaranty period by 

A. olston. 


Meyer, B. H. Some Accounting Problems under the Transportation Act; 
an address delivered at the 33rd annual meeting of the Railway Ac- 
counting Officers’ Association, Atlantic City, June 8-10, 1921. Wash- 
ington, Railway Accounting Officers’ Association. 16 p. 

Railway Accounting Officers’ Association. R.A.O.A. 1921 Synopsis of De- 
cisions and Recommendations Relating to Freight, Passenger, Disburse- 
ment and Terminal Accounting, July, 1888, to June, 1921, inclusive; 
ed. by E. R. Woodson. Washington, Railway Accounting Officers’ 
Association. 385 p. $1.00. 

Sakolski, A. M. Statistical Control of Railroad Operations. ADMINIS- 
TRATION, July, 1921, p. 3-13. 

Statistics 

United States. Interstate Commerce Commission. Statistics of Railways 
in the United States for the Year Ended December 31, 1918. Wash- 
ington, Government Printing Office, 1920. 807 p. 


Stores Systems 


Business Meeting of Purchases and Stores Division; material accounting 
and distribution subject of several reports. Ramway Ace, June 10, 1921, 


p. 1355-62. 
REPORTS 
Johnson, J. R. Suggestions as to the Preparation of Financial Reports. 
AccouNTANT, May 28, 1921, p. 686-92. 
RESERVES AND SINKING FUNDS 
Rock, Edwin J. Redemption and Replacement of Bonded Indebtedness. 
JourNAL oF AccouNTANCY, July, 1921, p. 36-40. 
SHIPS AND SHIPPING 
Gregg, E. S. Crux of Our Shipping Problem. JourNAt oF POLITICAL 
Economy, June, 1921, p. 
prendre 


Malone, William T. Ocean Transportation Accounting. Pace StTupent, 
June, 1921, p. 108-9 
SHOES 


United States. Bureau of Labor Statistics. Wages and Hours of Labor 
in the Boot and Shoe Industry; 1907-1920. ashington, Government 
Printing Office, 1921. 177 p. (Bulletin No. 278.) 


STATISTICS 


Ashley, William. Sir William Pett ay and the Beginnings of Statistics. 
AccouNTANT, May 28, 1921, p. 6 

Dougharty, Harold. Notes for a Course of Home Study on the Elements 
of Statistical Method. AccountTaANTsS’ JouRNAL, June, 1921, p. 130-4. 

Douglas, Archer Wall. Look Your Statistics in the Eye; the wise student 
of figures doesn’t reach out for too much, he bears in mind that statistics 
are only a basis for interpretation and that it’s the interpretation that 
counts. Natrion’s Business, July, 1921, p. 23-4. 


159 





The Journal of Accountancy 








Production Statistics Vital to All Industry; addresses delivered at meeting 
of fabricated production group, April 27, 1921, ninth annual meeting, 
Chamber of Commerce. 

Contents: Importance of statistics by M. C. Rorty; Labor statistics by F. L. Lamson. 


STREET CLEANING 
Costs 
Cost of Street Cleaning at Cincinnati, Ohio. ENGINEERING & CONTRACTING, 


June 1, 1921, p. 540. 
TAXATION 


Burton, Hazen J. Brief Digest of Fundamental Economic Principles and 
Opinions of Leading Taxation Authorities; a sales or turnover tax is 
now the only logical substitute for all business taxes; an address pre- 
pared for the Six O’clock Club of Minneapolis, April 11, 1921. 40 p. 


TAXATION, GREAT BRITAIN 
Income and Excess-Profits 
Carter, Roger N. Excess Profits Duty and Corporation Profits Tax. 
London, Gee & Co., 1921. 138 p. 10/. 
Fryer, Claude A. Excess Profits Duty and the Valuation of Stock; with 
particular reference to the final accounting period. Business OrGANI- 
SATION AND MANAGEMENT, June, 1921, p. 257-62. 


VALUATION 
Olson, L. H. Appraisals and Income Tax. JouRNAL oF ACCOUNTANCY, 
July, 1921, p. 28-35. 
WAGES, FEES, ETC. 


Alexander, Magnus W. Living Costs and Wage Adjustment; address, 
ninth annual meeting of the Chamber of Gommerce of the United 
States. 21 p. 

United States. Congress. Wages in the United States and Foreign Coun- 
tries; prepared for the use of the Committee on Ways and Means, 
House of Representatives. Washington, Government Printing Office, 
1921. 103 p. (Tariff Information, 1921.) 


WATERWORKS 


Costs 


Cost of Water in 29 American Cities. ENGINEERING AND CONTRACTING, 
June 8, 1921, p. 576. 





